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OUR AIM 

The basic principles on which the foundation of tMolckceping 
and accounting arc built will probablj' outlast any treatise on the 
subject. 

A writer of a text book on accounting does not concern him- 
self so much with discovering new laws as with the manner of pre- 
senting old ones, those that have long stood the test of practice and 
are now accepted as self-evident truths. 

It would be difficult indeed for him to change the funda- 
mental rule of debit and credit, for example, or to find a substitute 
for the idea of analyzing and classifying business facts by means 
of keeping certain records. 

The best that he can do, probably, is to describe the modern 
way of attaining desired accounting ends, offering, perhaps, some 
original suggestion of his own in regard to methods, as distin- 
guished from basic principles. 

We do not claim in this work to have "invented" anything in 
accounting. Wc have rather devoted our attention largely to two 
things, first and foremost to the l<^cal development of the course, 
and secondly to an attempt to siiggest how the study of accounting 
can be made more attractive by the use of imagination. By this 
we do not mean that we have introduced any fairy tales to lighten 
the reading, but we have tried to picture, wherever possible, an 
analogy between accounting facts and every day experiences in life. 

To some, accounting seems like a hard, uninteresting subject, 
utterly devoid of anything that even borders on poetry or romance. 
To them it is all tragedy. They have a vague idea that it is some- 
how just a matter of arithmetic. 

This is not the truth. Figures are merely a means to the end. 
Planning plays the leading role. Even those parts of accounting 
that may be considered the driest have their counterparts in real 
life to give them human interest, if the student can be induced to 
use his imagination to find them, just as there are "sermons in 
stones" for those who have ears to hear them. |^, , , ^^^^lOQlc 
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Nothing mates so great an impression on the mind or memory 
as personal experiences. Therefore, if the student will conjure up 
his own past, as he reads the text, the path won't seem so hard and 
thorny as perhaps it appeared at the outset, and what he learns will 
Stand a better chance of being retained forever. 

There are so many phases of accounting that overlap, to a cer- 
tain extent, that it is not always easy to Icnow at just what point to 
introduce a new character upon the stage. We have given much 
thought to the plot of this play in our desire to carry the reader 
along from the easy to the complex in such a way that he may 
always be prepared at any stage of the journey for what follows. 

A course logically developed, not a scries of disconnected lec- 
tures, has, then, been our principal aim. Secondary to that but 
nevertheless important, we believe, has been our idea of teaching 
the use of the imagination as an aid to the retention of what is 
learned. 

Certain of the lessons have been analyzed by an authority on 
how to study, who gives the student the benefit of an entirely 
fresh and wholesome point of view in many rejects. 

JOHN A. POWELSON. 



ci,l,zedl!v Google 



GENERAL INSTRUCTIONS 
PAGING 

You will notice that the pages of this book do not run in 
sequence from beginning to end, but that each lesson is numbered 
separately beginning with number 1, with the lesson number in 
brackets. For example: 

{1)5 means lesson number 1, page 5 

6 (1) means lesson number I, page 6 

4 (3) means lesson number 3, page 4 

(18) 3 means lesson number 18, page 3 

We believe there are two advantages in this system of num- 
bering. In the first place a glance at any page will tell you the 
lesson number as well as the page number. You do not have to 
turn back until you find the folio on which the lesson begins. In 
the second place it enables us to revise any lesson we wish in order 
to keep the text up to date without the time and expense that would 
otherwise be necessary to renumber many pages of lessons that do 
not require changing. Since the individual pages are not bound 
until occasion demands, this seems to be a practical plan of assuring 
each student that his volumes include the latest ideas in accounting 
at the time of his enrollment. 

THE PRACTICAL WORK 

The Record of Business Transactions which you will find in 
the back of the book and from which you take the material for 
your practical work has been arranged with the idea of compelling 
you to apply in a practical way, as you leam them, the accounting 
principles and rules laid down in the text. In this part of the 
work you will be required to do many of the things you may be 
called upon to do in the C. P. A. examination on Practical 
Accounting. 

Each month's transactions will be identified as far as possible 
with a definite lesson. Thus as accounting principles unfold in the 
lessons they will be developed in your written work. In other 
words you will give expression in your books of original cntrr imd 
ledger to each new point covered by the text. '-' 



GENERAL INSTRUCTIONS 

Obviously a whole month's transactions cannot be made up 
entirely of "new points" as they are brought out in the lessons. 
New points, will, however, be interspersed with the old as soon as 
the opportunity permits. 

The idea is not to burden you with bookiceeping work, but to 
give you enough to enable you to see and to assist you to remember 
the practical application of accounting theory. 

USE OF TABS 

Each student is supplied vnth a set of tabs for both the binder 
marked "General and Subsidiary Ledgers" and the binder marked 
"Accounting Records." The use of these tabs will be explained 
at the appropriate time in the Record of Business Transactions. 

THE USE OF FORMS ILLUSTRATED 

All forms used in the practical work of the course are illus- 
trated by means of figures appearing usually at the end of the lesson 
in which they are first described. The pages on which figures 
appear can be unfolded in a way that makes it convenient to refer 
to any figure while you are reading about it in the text, perhaps con- 
siderably in advance. 

In addition to the general description of forms in the text you 
will find special comments in connection with each figure that is 
used to illustrate a bookkeeping record. 
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HOW TO STUDY RULES 

Below is a list of twenty rules applicable to the study of 
the accounting lessons, tc^ther with a reference to the lesson 
number preceding which they are explained in detail. 

Nunnbcr Rules 

1 1. Begin All Lessons With a Question Mark in 

Mind. 
1 11. Make a Preliminary Survey of the Lesson to Get 

a Bird's Eye View of It, 
1 III. Study Your Lesson in Detail by Making An 

Outline of It. 
1 IV. Mental Recitation. 

Check Up. 

Grade Yourself. 

Review the Previous Lesson. 

Master All Details as You Go. 

Use Your Imagination Freely. 

Whenever Possible Represent Facts Graphically. 

Make Up for Your Own Use a Dictionary of 
Technical Terms Used in These Lessons. 

Form a Definite Idea of Each Principle. 

Develop Habits of Neatness and Accuracy. 

Do Not Seek Help on Your Questions or Prac- 
tice Transactions Until You Have To. 

Pick Out the Big Ideas. 

Make Marginal Notes. 

Commit to Memory Important Facts, Terms 
and Principles. 

Study Critically. 

Analyze and Organize Your Knowledge. 

Strengthen the Weak Places in Your Knowledge 
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VI. 
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VII. 
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VIII. 
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IX. 
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X. 
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XI. 
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XII. 


4 


XIII. 
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XIV. 
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XV. 
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XVI. 
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XVII. 
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XVIII. 


10 


XIX. 
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XX. 



LSi,-.,.:.L,C^Ot">g[C 



How to Study Lesson One 

It is obviously impossible for us to set before you all the prin- 
ciples of effective study in one lesson. Our aim is to present these 
principles as they are most needed. Your first lesson on How to 
Study at Home has covered the more general aspects of our Home 
Study Plan. As these lessons get harder and more complicated 
new study principles will be introduced. 

The first lesson is very simple. The plan of this course is to 
begin with the elementary forms of bookkeeping and lead up to the 
higher principles of accounting. Our analysis of the first lesson 
is also simple. In this analysis, however, we shall lay down a few 
study-rules which are to be used here and throughout the course. 

Role I-^^m All Leuons WiA a QueitioB 
Mark in Mind 

Begin by asking yourself this question : What shall I expect 
to get out of this lesson ? Notice that the title of the first lesson is 
"SINGLE ENTRY." Ask yourself what you may expect this les- 
son to tell you about single entry bookkeeping. In order to do this 
you must first recall what you already know about the subject. 
Make a list of what seems to you to be the most important facts 
of single entry work. Then make a list of questions that you want 
to put to this lesson about the subject. When you go over the 
lesson keep these questions in mind and see if you can find your 
answers. 

The value of this sort of thing lies in the fact that the mind 
will grasp new ideas better if old ideas are present to work upon. 
It is more difficult to concentrate and keep interest alive if the 
material at hand is wholly novel. Learning is largely a process 
of relating the new to the old. The first step should be to recall 
the old. If you have no previous knowledge of bookkeeping, you 
can begin by thinking over your method of keeping accounts. 
Think of how you get mixed up ; think of the mistakes you make 
and so on. 

Another advantage of beginning in this manner is that it 
affords an incentive for study. The mind takes in new ideas bette] 
when it is seeking after them. If you start with a question, 
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attitude will be active and a^resstve. If on the other hand you 
start with no questions in mind, your attitude will be passive. A 
passive mind never leams as well as an active mind. 

Ride II — Make a n-dinmuur Sanrey of the LeMon to 
Get a Bird's Eye View ot U. 

This will give you a general notion of the trend of the lessoa 
The mind works best from general to particular. You are better 
prepared to grasp details if you can see how they fit into a scheme. 
This is known as the whole-part method of study. It is in accord 
with the latest educational methods. Children are tau^t to read 
nowadays by learning the words first then later the letters of the 
alphabet. This method is the result of careful investigations con- 
cerning how the mind works during study. 

Your preliminary survey of the lesson should give you a bird's 
eye view of it. It should also give you an idea as to the purpose 
of the lesson. What is the purpose of this first lesson ? Read it 
through rapidly with this one question in mind. Write the answer 
to this question at the bottom of the first page of the lesson. 

Role III — Stody Your LesMMt in Detail By Makbc 
An Outline of It 

Your rapid survey of the lesson has given you a skeleton idea. 
Your next task is to fill in the details. Details are best remembered 
and best organized by fitting them into ah outline. In other words, 
you should rewrite this lesson in your own words and in a con- 
densed form. This has a two-fold advantage. In the first place, 
making aiv outline keeps your mind active and on the lookout for 
points and for answers to questions. It favors concentration. 
When you are outlining a lesson the mind is less likely to wander 
off in by-paths. Second, making an outline has the advantage of 
impressing the lesson material on your mind by the process of doing. 
Reading it over gives it to you via the eye, writing it down gives it 
to you via the hand. The more ways you get it the better you 
will reuin it. ' 

Your outline of the first lesson will be simple because the les- 
son is simple. When the lessons get more complex a more detailed 
statement on the question of outlines will be given. 
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In order to get you started on the important matter of making 
outlines, we will give you here a skeleton outline of the first lesson. 
After each subheading, space will be left for you to fill in 
the details. Do this not by copying word for word sentences from 
your lesson text, but do it by stating the ideas in your own vnrdt. 
This is very important. If you start copying in sentences you will 
get into a very bad habit, which will require much effort to over- 
come. 

TOPIC: SINGLE ENTRY 

I. Introductory. 

1. Three kinds of business organizations. (Fill in 
after the letters) 

(a) 

(b) ~ : 

(c) 

2. Reasons why business men keep books. {List the 
reasons) 

(a) 

(b) 

(c) 

(Make more sub-headings if necessary) 

3. Why we begin this couree with Single Entry. 

(a) 

(b) 

II. Books Used in Single Entry. 

1 

2 

3 

in. The Cash Book. 

1. What goes in it? 

2. How entries are made. 

3. How the book is balanced 



IV. The Day Book or Journal. 

1, What goes in it? 

2. How entries are made... 
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3. How entries are posted to the ledger 

4. Difference between cash book and journal 

V. The Ledger. 

1. How it is laid out. 

2. Debit and Credit sides. 

3. In single entry what accounts are in the ledger 

VI. No safeguard against errors and omissions. 

1. The dangers of Single Entry. 

VII. Assets, Liabilities and Net Worth. 

1. Assets. Two kinds. 

(a) 

(b) 

2. Lia1»Uties. 

(a) What are they. 

(b) How many kinds. 

3. Liability vs. Accountability. (Explain difference) 

4. Net Worth. 

(a) What is it. 

(b) How can it be increased 

(c) How can it be decreased 

VII. Determination of Profit or Loss 

1. How net worth is determined 

2. How profits or losses are determined by single entry 

3. What docs illustration No. 1 illustrate? 

4. What does illustration No. 2 illustrate? 

5. Make up two illustrations of your own on the same 
two points. 

Rule IV — Modal RedtatioiL Recite This Leuoa 
MentaDy to Youndf 

Close your book, cover your outline, push your chair back 
from your desk, and see how much of this lesson you can recall to 
mind. Begin by getting the main headings first. Then go back 
and see how many of the details you can fill in. If you fail, refer 
to your outlines. Keep this process up until you have the whole 
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lesson firmly fixed in your mind, in the form of this outline. Do 
not try to memorize the outline word for word; wily try to get 
the ideas conuined in it. 

Ride V— OiMk Up 

Go back to the list of questions you made out before begin- 
ning the study of this lesson. See how many of these questions 
the lesson has enabled you to answer. If it has not given you an 
answer to all your questions, then send your questions in with your 
answers to the first set of test questions and we will answer them 
all for you. 

Check up by asking yourself this question : How much do I 
know about sin^e entry bookkeeping that I did not know before 
studying this lesson? If you have had some experience as a book- 
keeper you may not have learned much. But your previous ideas 
have been cleared up. This is worth a great deal for further study. 
Do not feel that all these lessons will be as simple and easy as this 
one. Remember our plan is From the Simple to the Complex. 

The final check on how well you have studied this lesson is 
whether or not you can answer completely and promptly all the 
test questions. Before you try these questions read the following 
paragraph. 

R<^ VI — Grade Youndf on This Lbsmm 

There are ten test questions. Assign each question ten points, 
making a total of one hundred points, a perfect grade. Now 
assume that if you really know this lesson you ought to answer 
these questions with an average time of two minutes to each of 
the first five and five minutes each to the last five questions. 

Time yourself on each question. Then when you are through 
check up your answers. If an answer is correct and done in less 
than the time allowed give yourself ten points on that question. 
If the answer took more than the time allowed, deduct what seems 
to be appropriate for excess time. Do all ten questions this way 
and then add up your score and enter it in some convenient place 
in your book. 

■ D,i,-.,...L,C-'OOglC 



LESSON ONE 
SINGLE ENTRY 

1. iDtrodactory 

Business organizations may be broadly divided into three 
classifications, Sole Proprietorships, Partnerships and Corporations. 

A sole proprietorship is a business owned by one person, who 
usually manages it as well. 

A partnership is a business owned by two or more persons 
who usually contribute capital in equal or unequal proportions 
and conduct the business under a partnership agreement. 

A corporation is a business owned by an aggregate of persons, 
known as stockholders, whose interests are measured by the num- 
ber of shares of capital stock held by each. 

It makes no difference what form of organization is decided 
upon, a business cannot be successfully operated without the keep- 
ing of books. Even the sole proprietor, who, as a rule, conducts 
a small business and is personally familiar with everything that 
happens, will not attempt to burden his memory with too much 
detail. It is, therefore, necessary even for him to have records. 
It is still more important for a partnership or a corporation where 
the financial interests of two or more persons are affected. 

Bookkeeping has ramified as a result of the growth of busi- 
ness into large organizations, but it has nevertheless retained 
through it all its fundamental simplicity. 

All that the student has to bear in mind is that bookkeeping 
consists primarily of recording the detail of business transactions 
in a book, as and when they occur, and later grouping or classi- 
fying them by transferring items of the same nature to the same 
account in a ledger. 
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The Dopjc }n .which the- transaction is first entered is called 
the-1'iio61c;pf ;aijfeiiTal.«i(iT^''-*'The number of books of original 
entry used by a business depends largely upon its size, A small 
concern would perhaps have only a cash book and a journal, the 
former to record cash receipts and disbursements and the latter 
to record other than cash transactions, such as purchases or sales 
on credit. A larger organization might maintain a separate book 
for sales and call it a Sales Register, and a separate book for pur- 
chases and call it a Purchase or a Voucher Register. But in spite 
of all the subdivisions of the journal of which it is possible to 
conceive and the variety of names assigned thereto, the transac- 
tions recorded in each persistently maintain a journal nature. 
This nature does not and cannot change. 

The growth of business has also developed subdivisions of 
the ledger, which is a book containing a separate page or subdivision 
of page for each account. There may be found in any business 
house a single ledger in which all accounts are kept, or there 
may be found separate ledgers to carry the accounts with persons 
to whom goods are sold and separate ledgers to carry the accounts 
with persons from whom merchandise is bought. 

All subdivisions of cash books, journals, or ledgers are mere 
tools, used to obtain greater detail in the classification of trans- 
actions, and thus simplify rather than complicate bookkeeping. 
.Anyone who has been confounded by the mere number of books 
seen in an office into believing that bookkeeping is unduly involved, 
will find that with the training to "analyze" and to "classify," 
which is a feature of this course, the whole field of accounting 
will gradually unfold. 

Bookkeeping may be said to fall into two divisions, Single 
Entry and Double Entry, although the former is seldom used 
any more. The science of accounting has developed to such an 
extent that the crude method of Single Entry has been obliged 
to give way to the indispensable system of Double Entry. 

The student is concerned with Single Entry for one rea- 
son, because he may be called upon to audit the books of a sole 
proprietor who has not yet adopted up-to-date ideas. The study 
of the single entry method is also valuable to the student in aid- 
ing to impress upon his mind certain fundamental principles of|c 
accounting, summed up in these questions: 



SINGLE ENTRY (1) 3 

How much have the profits or losses of a business 

been for a given period? 
What were the sources of the profits or the causes 

of the losses? 
What was the financial condition of the business 
at the end of the period? 
For these reasons, and because the elementary features of 
Single Entry bookkeeping will be helpful in the understanding 
of Double Entry bookkeeping described later, the course includes 
an outline of Single Entry procedure, 

2. Books Used 

The Single Entry bookkeeper usually has only a cash book 
and a day book (otherwise known as a journal) and a ledger. 

3. Cash Book 

On the left hand page of the cash book arc entered, under 
the date on which they are received, all the cash receipts for the 
day. On the right hand page are recorded in chonological order 
the disbursements, whether made by check or by currency. At the 
end of the month, the difiFerence between the total of the receipts 
side and the total of the disbursements side is carried forward as 
a balance into the next month and entered on the receipts side. 
This balance should agree with the total of the cash on hand, plus 
the amount in the bank (as shown by the stub of the check book) 
at the close of business on the last day of the month. In this 
manner cash is "balanced." Cash can, of course, be balanced at 
the end of each business day by figuring the accumulated footings 
of both sides of the cash book to date and ascertaining the differ- 
ence between the two. These daily footings and balances will 
usually be found on the cash Ijook in lead pencil. Only the 
monthly totak and balance at end of month will be inked in. As 
a matter of fact, cash should be balanced daily, and any errors, 
thus detected, corrected while the memory is fresh. 

4. Day Book or Joomal 

In the day book or journal, are recorded transactions other 
than those covered by the receipt or payment of cash. For ex- 
ample, Customer A buys merchandise and is allowed to take it 
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home without paying for it at the time, because his credit is 
good. He is "trusted" to pay for it later. In order not to 
forget the matter, however, the bookkeeper makes a memorandum 
in the journal of the name of the customer and the amount of his 
purchase. Later in the day, we will say, customers B, C and 
D also make purchases on credit, which the bookkeeper likewise 
notes in the journal. The next day A returns and makes another 
credit purchase, which is similarly handled. As transactions are 
recorded in the journal in the order in which they occur, the en- 
tries for B, C and D will appear, in this example, between the 
first and second entries for A, In other words, this, which 
is the simplest form of journal, is merely a running record of 
certain business happenings without any attempt to analyze them. 

With the Journal before him as a reminder, the bookkeeper 
will next proceed to transfer the amounts of each customer's pur- 
chases to the debit side of that customer's account in the ledger. 
The act of transferring an entry from the journal or any other 
book of original entry to the ledger is called "posting." 

Odier memoranda to be found in the journal will include 
purchases made by the proprietor to replenish stock, but to be 
paid for at a later date. The amounts of such purchases the 
bookkeeper will credit to the accounts of the merchants from 
whom the merchandise was obtained, who are commonly known as 
creditors or vendors. 

Under the Single Entry system the cash book is more com- 
prehensive than the journal, in that the latter generally records 
nothing but transactions involving a debit or credit to personal 
accounts. The cash book, on the other hand, must record all 
cash receipts and disbursements, of whatsoever nature, including 
those that are posted to personal accounts and others that are 
not posted at all. In the latter class would fall such items 
as salaries paid or the purchase for cash of supplies -from vendors 
with whom no accounts are kept, possibly either because the vendor 
will not sell on credit or because transactions with him are so 
few and of such small amounts as to make it not worth while 
to open an account 
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5. Ledgo- 

In the ledger there would be assigned a page to which to post 
each of the purchases made by A and another page to which to post 
B's purchases, and still another page for C or D. In short, each 
customer and creditor and the pn^rictor, also, has a page in the 
ledger to which are posted debits or credits affecting each, depend- 
ing upon the nature of the transaction. 

The name of the person is written at the top of the page 
assigned to him. Thus it will be seen how the ledger acts as an 
analysis of the entries in the journal by the process of assembling, 
for example, under "A", through posting, all the entries that belong 
to A; under "B" all the entries that belong to B and so on. This 
analysts is necessary because the owner of the business wishes to 
know how much A, B, C, D, and others have each purchased and 
whether or not they paid for their purchases by the time the period 
of trust expired. He also wishes to know how much he owes each 
creditor, and how his own personal account stands. Customers' 
accounts will show any cash they may have paid posted to the credit 
side from the cash receipts book in exactly the same manner as they 
show purchases charged to the debit side from the journal. Cred- 
itors' accounts will show credits for goods purchased from them 
and debits for cash paid to them. 

The left hand side of an account in the ledger has been fixed 
by custom to be the debit side and the right hand side the credit 
side. The difference between the sum of the debits an^l the sum 
of the credits of any one account is called the "balance" of the 
account. If debits exceed credits, the balance is called a "debit 
balance"; the contrary a "credit balance", and in this balance 
of a customer's or creditor's account, the proprietor is particularly 
interested. 

The outstanding feature of Single Entry bookkeeping is that 
ledger aca>unts are kept only with persons, (or occasionally witit 
persons and cash). These include generally customers, creditors, 
and the owner or owners of the business. Such accoimts an 
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absolutely necessary, if the proprietor, in the case of a sole pro- 
prietorship, is to know who owes him money and how much, and 
to whom he is indebted and in what amounts, and what capital 
he has contributed to the business and withdrawn. Sole proprietor- 
ship is mentioned as that seems to be the last stronghold of 
Single Entry. 

6. No SafegBBrd Against Errors and Omissions 

The student is no doubt already worried by the hit or miss 
method of Single Entry. The inquiring mind will ask "What 
happens if the bookkeeper, for example, neglects to post the second 
purchase made by 'A' mentioned in Section 4?" In answer it might 
be said the error would probably never be detected except by an 
accurate re-checking of the work, unless customer "A" himself 
called attention to it. The Single Entry bookkeeper lives con- 
stantly in the atmosphere of wondering whether his accounts are 
right and must always "check back" his work to be reasonably 
sure, whereas the Double Entry bookkeeper has signals and safety 
devices to help him, all of which will be outlined in due course. 

The above remarks apply to Single Entry in its original form 
and not to Single Entry modified by devices for proving postings 
which have subsequently been borrowed from the Double Entry 
method of proof by balance and by controlling accounts. 

7. Assets, Liabilities and Net WorOi 

Before the manner of determining profits or losses from 
Single Entry books can be understood, you must know what 
"Assets" and "Liabilities" as applied to a business organization are, 
and what "Net Worth" means. Assets are something of mtmcy 
value owned by die business, liabilities are in the nature of claims 
owed by the business to others than the owner or owners, while 
Net Worth is the excess of assets over liabilities and represents 
the equity in the business belonging to the owner or owners. 
Assets are, many of them, tangible things, such as cash, land, 
buildings, automobiles, trucks, and the like, while others are 
just as real, although they cannot be seen nor touched, such as 
accounts with customers. The value of an amount due from a 
customer lies in the right at law to enforce the collection, if 
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necessary, and the ability of the customer to pay. Liabilities, on 
the other hand, are all intangible, unless it may be said that 
those are tangible diat are evidenced by written promi^s to pay. 

When a business is started, it acquires its net worth by con- 
tribution from the proprietor or proprietors. To express the idea 
differently, the net worth at the beginning measures the value 
of the original investment in the business. If Thomas Smith 
should start a men's clothing store and from his private resources 
buy a stock of suits and overcoats amounting to $15,000 and 
should contribute $10,000 in cash for running expenses, the net 
worth of the business to commence would be $25,000. It would 
have assets valued at $25,000 and a corresponding accountability 
to the proprietor for that amount. Notice the word accountability 
is used and not liability. The business is not liable to its pro- 
prietor for the assets he contributes, but is accountable for them. 
Assuming that he had not yet started business, he could withdraw 
part or all of the assets he had contributed, if he so wished, 
without affecting any outside interests. 

Few business houses start without incurring liabilities. Those 
that do, as a rule, soon find it necessary to secure credit of some 
kind. If, instead of contributing $10,000 in cash from his own 
resources, Mr, Smith had borrowed that amount from a bank, 
the business would be liable, as distinguished from accountable, 
to the bank for the return of $10,000. If the asset of cash 
temporarily loaned by the bank were not returned on the promised 
date, the bank could sue the business for it. The proprietor, on 
the other hand, could never sue the business, because no one can 
sue himself. In law the equivalent of the assets provided by out- 
siders must be returned to them at the wind-up of a business be- 
fore the proprietor is entitled to receive anything. 

Assets provided by outsiders do not go to swell the net 
worth or capital of the business; they merely increase its liabilities. 

It must be assumed that all commercial enterprises are 
started with the idea of increasing the original capital of die 
proprietor through the operation of the business, but too often 
unexpected difficulties are encountered and instead of profits being 
realized part of the capital or all is lost in the venture. 

Once the business has started, the net worth or capital can 
be increased only: 
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(a) Bjr fresh contributions of capital from the 
proprietor 

or 

(b) By the realization of profits 
and can be decreased only: 

(a) By the proprietor's withdrawing capital 

or 

(b) Through losses sustained. 

Suppose Mr. Smith sold all the clothing for $18,000 cash. 
That would be $3,000 more than he paid for it. Instead of 
having an asset of clothing worth $15,000 the business would 
then have an asset of cash amounting to $18,000. The $3,000 
excess belongs to the proprietor as compensation for his risk and 
skill as a tradesman and goes to increase his capital investment. 

But to acquire that profit of $3,000 it was necessary for 
the proprietor to make some outlay of cash. Let us say he paid , 
his clerical help $900, and rent for his store amounting to $600. 
Cash was expended without reducing any liability or acquiring 
any other asset in exchange. The $1,500 expense of doing busi- 
ness reduced riie proprietor's capital investment that much. Now 
suppose the clothing had been sold for $12,000. The loss of 
$3,000 in the exchange of an asset of clothing, valued at $15,000 
for an asset of lesser value, $12,000 cash, would have to come 
out of the pocket of the proprietor. 

In short, what is contributed to a business by outsiders is 
not considered as capital but as liability and is returnable in the 
exact amount received. The proprietor, on the other hand, is 
entitled to any additional values he may be able to acquire 
through trading but must equally as well suffer the losses. 
Of course, if the business has lost so heavily diat it is unable to 
return dollar for dollar to creditors what they contributed, the 
creditors too must suffer. But they would, even in that event, 
get their pro rata share of what assets might be left, while die 
proprietor would get nothing. 

To set forth the idea of assets, liabilities and net worth, in 
a simple way, suppose all riiat a man possesses at January I is 
cash in the bank amounting to $1,000 and that all he owes is a 
doctor's bill amounting to $100. While the cash is in the bank 
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in fhe man's name, and can be withdrawn only by himself, his 
real ri^t to the money amounts to only $900, as the doctor has 
a claim against him for $100, which we assume is genuine and 
can be enforced at law. In other words, the man's net worth 
is $900, arrived at as follows: 

Asset (Ca^ in bank) $ 1,000.00 

Lirf)ility (due to doctor) 100.00 

Net Worth : $ 900.00 

8. Determination of Profiti and Lottei 

The Net Worth of a business organization at any specified' 
date is calculated in a similar manner by first determining the 
total of all its assets and subtracting therefrom the toul of its 
liabilities. Any asset or liability omitted will result in understat- 
ing or overstating the Net Worih. 

As Single Entry books do not keep account of earnings or 
expenses, the profit or loss for a given period, say a year, can 
be arrived at only by determining the difference between the 
Net Worth of the business at the beginning of the year and the 
Net Worth at the end of the year, and taking into consideration 
any fresh contributions of capital or withdrawals of capital during 
the year. 

To illustrate: 

If the Net Worth at the beginning of the year 
was $10,000 

And the proprietor put into the business during 

the year cash amounting to. 2,000 

Making a total of 12,000 

And withdrew during the year 1,000 

The Net Worth at the end of the year, (assum- 
ing no profits had been made during the 
year, nor losses sustained) would have 
amounted to 11,000 

But if the Net Worth at the end of the year 
actually figured out to be 15,000 

Then the profits for the year must have been....$ 4,000^lc 
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The Net Worth can increase onlj' through additional con- 
tributions of capital or the realization of profits, or both; con- 
versely, it can be reduced only througii the withdrawal of capital 
or the suffering of losses or both. 

In the above illustration, it will be seen that the profits 
were only $4,000 in spite of the fact that the Net Worth in- 
creased $5,000. This difference of $1,000 is accounted for by 
the fact that the proprietor contributed more capital to the 
extent of $1,000 during the year than he withdrew during the 
same period. 

Another way of setting forth the same facts would be as 
follows : 

Net Worth at the beginning of the year $10,000 

Net Worth at the end of the year 15,000 

Increase in Net Worth $ 5,000 

Due to: 

Net additional capital contributed during year : 

Contributed $2,000 

Withdrawn 1,000 $ 1,000 

Profit for the year 4,000 

$ 5,000 



The point must be borne in mind that an increase in Net 
Worth does not necessarily mean a profit, nor a decrease in Net 
Worth a loss. Contributions or withdrawals of capital must 
always be taken into consideration as well. Contributions or with- 
drawals are found in Single Entry by examination of the 
proprietor's personal account, which is credited with contributions 
and charged with withdrawals. 

The point may be proved by die following illustrations, the 
first of which shows a profit earned in spite of a decrease in 
Net Worth and the second a loss sustained notwithstanding an 
increase in Net Worth: 
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ILLUSTRATION 1: 

Net Worth at beginning of the year $20,000 

Capital contributed during the year 7,000 

Total 27,000 

Capital withdrawn during the year 14,000 

Net Worth at end of year, if no profits had 

been made, nor losses sustained during the 

year, would have been 13,000 

Actual Net Worth at end of year 16,000 

Profit for the year $ 3,000 

Illustration No. 1 shows that a profit of $3,000 was earned, 
although the Net Worth actually decreased $4,000. In other 
words the proprietor drew out all the profits and in addition 
$4,000 of his capital investment in die business at ttie beginning 
of the year, or a total of $7,000, as shown by riie excess of with- 
drawals ($14,000) over contributions ($7,000) 

ILLUSTRATION 2: 

Net Worth at the beginning of the year $25,000 

Cfqiital contributed during the year 16,000 

Total 41,000 

Capital withdrawn during the year 

Net Worth at end of year, if no profits had been 
made nor losses sustained during the year, 
would have been 41,000 

Actual Net Worth at end of year 35,000 

Loss for the year $ 6,000 

This illustration shows that a loss of $6,000 was sustained, 
although the net worth actually increased $10,000. In other 
words, the proprietor reimbursed the business for its loss of 
$6,000 and increased its Net Wordi $10,000 by contributing 
fresh capital amounting to $16,000 and withdrawing none. 

Single Entry books do not reveal all of the assets and liabilities 
of the business, but only the amounts owed by certain persons 
and the amounts owed to certain other persons. It is, diere- 
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fore, necessary for an accountant called upon to determine die 
amount of profit or loss for the year to ascertain the other 
assets and liabilities from outside sources. For example, the 
asset "Merchandise" would have to be determined by actual count 
and valuation of stock on hand and "Office Furniture and 
Fixtures" by examination and appraisal of furniture and fix- 
tures, and there is always the danger of overlooking something. 
As stated before, the omission of a single asset or liability will 
result in the understatement or overstatement of Net Worth, and 
this, in turn, you will now see, means a misstatement of profit 
or loss for any period. This is an additional reason why the 
Single Entry method is so unsatisfactory. 

Granted that the amount of assets and liabilities as of any 
date and ^e amount of profit or loss for any period can be accur- 
ately determined by the Single Entry method, how can the profits 
or losses be analyzed; that is to say, for instance, how can the 
proprietor ascertain from the books the sources from which he 
made profits for ^e year or the causes of his losses — valuable in- 
formation, especially for comparison with previous years. He 
cannot do so unless the books are pracrically rewritten along 
Double Entry lines. 
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QUESTIONS 
Leuon 1 

1. Name and describe briefly the diree classifications of 
organizations. 

2. Why is it necessary to keep books? 

3. Name the books used by a single entry bookkeeper. State 
briefly how he uses these books. 

4. What is the main fault to be found with single entry 
bookkeeping? 

5. Define assets, liatnlitics and net word). 

6. How may the net worth of a business be increased? 
Decreased? 

7. Describe fully how you would determine the profit or 
loss of a business for a certain period, where single entry books 
were kept. 

8. What would be the effect on the determination of the 
net worth of a business by the omission of an asset? By the 
omission of a liability? 

9. On January 1, 1921, John Smith's net worth was 
$20,000,00. His losses for the year amounted to $7,500.00 and 
he withdrew from die business during the year $2,500.00. His 
net worth on December 31, 1921, was $25,000.00. Show in 
statement form how the net worth at December 31 was brought 
about. 

10. On January 1, 1920, Frank Brown's net worth was 
$15,000.00. During the year he contributed $5,000.00 additional 
capital and withdrew $12,500.00. At December 31, 1920, his 

, net worth was $12,500.00. Show in statement form how much 
profit was made or loss sustained. 
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How to Study Lesson Two 

The analyses of this lesson and of the succeeding lessons are 
made with a view to showing how the mind proceeds from point 
to point during study. The human mind is a dynamic force, that 
is, it's a power in action. It never stands still but is continuously 
moving like a stream. From the be^nning to the end of a lesson 
the mind flows in certain channels. The aim of this analysis is to 
guide your mind in the proper direction. 

Our analysis of Lesson Two reveals nine stages. of mental 
development. At certain of these stages new rules of study are 
introduced, at other stages the rules laid down in the analysis of 
Lesson One are repeated. There were six rules of study mentioned 
in Lesson One. These rules will hereafter be referred to by num- 
ber as they have appeared. The first new rule introduced here 
will be numbered VIL and so on. 

Step. 1. Rale VII. Review the f^-evioa* Lesson. 

This rule was not mentioned before for the obvious reason 
that there was no previous lesson to review. This course in 
accounting is not a series of disconnected lessons. It is divided 
into lessons only for the sake of convenience. The lessons arc not 
separate bits of knowledge but rather tike links in a chain. It is 
clear that each new lesson should be connected with the previous 
lesson. The only way to form this connection is to go back and 
briefly review the previous lesson. 

Such a review not only links your mind up with the past 
lessons but it also serves as a good starting point. The mind 
warms up to a lesson gradually. Reviewing from this point of 
view is like "warming up" before a ball game. After a brief 
warming period you can plunge into the new lesson with more 
momentum. 

A third advantage of the review is that it fixes the previous 
lesson in mind. If a day or two have passed ^nce you studied 
Lesson One, certain pmnts in it have already slipped your mind. 
Bringing these points back strengthens them and insures a better 
memory of that lesson. This point will be discussed in detail when 
we take up the general topic of Memory. l i _ . ., v^'^^'-^J^lC 
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Step2. A^y Ride L Begm Thu L«Mon With Smne 
Qoertioiu in Affind Coacenmg DouUe Enby. 

Step 3. Apply Ride n. Make a Prdinunary Sarvey of the 
LeasoB. Caution : In making this survey of the lesson 
do not "hop-skip-and-jump" over it, but read it rapidly 
and carefully with the aim of getting the main points. 

Step 4. Apply Ride III. Make an Outline of the LeMon. 

For Lesson One we furnished you a rather detailed 
skeleton for your outline. We shall do the same here 
except that you will be expected to supply more of the 
details. 

I. Double Entry vs. Single Entry. 

1 

2 

3 

II. Reasons Why Complete Set of Accounts is Neces- 
sary. 

1 

(a) 

(b) 

2 

III. Principles of Debit and Credit. 

1 

2 

3 

4 

IV. The Ledger Account a. Means of Analysis. 

1 



Step. 5. RideVni. Muter All Detaib as You Go. 

In making the above outline you have no doubt been tempted 
to skip over some tedious and difficult details. Don't do it. If 
you are guilty of doing this in your study of this lesson go ri^t 
back without delay and compel yourself to "get" these points and 
"get them cold." Failure to do so will spell disaster to you later 
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when the lessons begin to get hard. One fundamental weakness 
of some minds is to let the hard points "slide," trusting to luck 
that in the dim future they will somehow and la some way clear 
themselves up. This sort of mental miracle seldwn occurs. An 
able writer on this subject says: 

"Pasiiog over a field of study has beeo compared gtaphically to 
cDDqueriDg a country. If you thoroughly conquer everything you meet, 
you will pass on from victory to victory; but if you leave here and there 
a fort or a garrison not subdued, you will soon have an army hanging 
on your rear, and your ground will soon need reconquering." 

There is one difficulty, however, in applying this rule too 
rigidly. Suppose you come up against a problem or a point which 
you cannot possibly master. You cannot master it because you do 
not have the tools with which to work. While these lessons are 
arranged so as to avoid this as far as possible, still you may on 
certain occasions run into this very thing. In case you do come 
up against a point which you are unable to master, the thing to do 
is to make note of it and say to it, "I'll see you later." Then go to 
work to arm yourself for a future attack. 

Step 6. Ride IX. Um Yow ImagmBtioD Fredy. 

Your lessons contain certain illustrations of the problems 
they discuss. It is important that you not only understand these 
illustrations but that you make up a few of your own. There is 
no better way to fix these points in your mind than to illustrate 
them. Your personal experience is different from that of the 
authors of this course. They have drawn illustrations from their 
experience. If you have mastered the lesson, you ought to be able 
to draw illustrations from your own experience. 

A good plan is for you to imagine that you are in business 
for yourself. You have observed that these first lessons assume 
that business is run on the "sole proprietorship" basis. You are 
the proprietor. Take the Record of Business Transactions that is 
supplied to you and set up shop in your own mind. Rent your 
building, get your equipment, hire your help and start in. Now 
open up your books. Take these lessons as your basis for starting 
and as the lessons get more complex, your business will grow. That 
is, your business will keep pace with the lessons, l j _ . ., Cti.*OQIc 
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Step?. Role X. WhcDovw PoMible R«|>r«MBt Facts 
Gnphiollj'. 

If a certain set af facts can be thrown into a diagram or 
pictured by geometrical figures, don't miss the opportunity of doing . 
it. For example, suppose you want to fix in your mind when to 
debit pr credit an asset or liability. Such a diagram as the fol- 
lowing can be memorized quickly and it will stict forever. 





DEBIT 


CREDIT 


ASSET 


: Incoming 


; Outgoing 


LIABILITY 


: Outgoing 


: Incoming 



Following this idea extend the chart given in section 3 of 
Lesson Two. 

Steps. AppljrRtdeV. Check Up. 

Check up what you now know about double entry against 
the questions that you put to this lesson under Step 2, Rule 1. 

Step9. Api^ylbdeVL Grade Yoorsctf as Yoa Did at tlw 
End of Lewon One. 
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DOUBLE ENTRY 

1. Contrasted With Sh^o EtOry 

We will next consider Double Entry Bookkeeping. We said 
that the outstanding feature of Single Entry was die fact that 
accounts were kept only with persons (or occasionally persons and 
cash) and called attention to the point that the only items in a cash 
book or journal posted to a ledger were those involving a debit or 
a credit to a personal account. Single Entry would be better named 
if it were calltd Single Posting, because there arc in reality two 
entries for every item affecting a personal account, one in the book 
of original entry and the other in the ledger, but there is only one 
posting involved. In Double Entry bookkeeping, on the contrary, 
there must be two postings as the result of every item in a book of 
original entiyj. This two-fold feature, which introduces an element 
of balance between debits and credits, because for every debit to 
one account there must be a credit of equal amount to some other 
account or accounts, is the outstanding characteristic of Double 
Entry bookkeeping. Conversely, for every credit to one account, 
there must be a debit of equal amount to some other account or 
accounts. 

Another feature of Double Entry bookkeeping is that the 
ledger is not restricted to accounts with persons. It contains 
accounts with all assets and liabilities of the business, whether 
personal or impersonal, and accounts with expenses and earnings. 

Accounts found in a ledger, if double entry is used, are divided 
into two main classifications, Real and Nominal. The former 
are such accounts as Real Estate, OfEce Furniture, Horses and 
Wagons, and Customers' Accounts (Assets) and Mortgage Pay- 
able and Accounts Payable (Liabilities). You will notice that 
real accounts include personal and impersonal elements. 

Nominal accounts are accounts with expenses, such as Salaries, 
Rent, Heat, or accounts with earnings, such as Sales or Interest 
Received, all necessarily impersonal in their nature. , . 
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2. Object of Maiwtaining Complete Set of Accounts 

There must be some object in keeping all of the various extra 
accounts, not kept under the Single Entry ^tem. What is it? 

The principal object of keeping a. personal account is the same 
under Double Entry as under Single Entry, namely to be able to 
know at any time how much that person owes the business or vice 
versa. The object of keeping an impersonal account under the 
Double Entry system is to have in the ledger a record of the value 
of the impersonal thing to the business, usually what it cost. 1^6 
great majority of impersonal, real accounts are assets. Most 
liabilities arc necessarily personal in their nature, because, strictly 
speaking, what you owe you owe to stwne person or group of per- 
sons. For scientific accounting purposes, however, certain imper- 
sonal liability accounts are kept, to explain which would only be 
confusing at this time. 

Nominal accounts are, as the word implies, accounts "in name 
only," They are merely bookkeeping expedients, introduced to 
facilitate the analysis of the expenses and earnings of a business. 
An account with "Salaries" or "Rent" for example, would be 
foolish if the purpose were not to measure the amount of expense 
the business incurred during a given period for salaries or rent. 
We say it would be foolish because the amount in an Expense 
account cannot be collected from anyone, neither does it mean 
anything of value that can be sold for cash, as could such imper- 
sonal assets as buildings or delivery equipment. 

At the end of an accounting period all nominal accounts arc 
closed out by transferring the balances of cadi to a single account 
usually called "Profit and Loss" account; and the excess of earning 
accounts over expense accounts measures the net profit for the 
period. The excess of expenses over earnings would measure the 
loss. 

From the foregoing, it will be seen that the component parts 
of the net profit or loss for a period, as well as the amount, are 
determinable from the Profit and Loss account of a I^ouble E^try 
set of books. 
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3. PrinciplM of Debit and Credit 

To a beginner in the study of bookkeeping or accounting it is 
sometimes embarrassing to be called upon to tell what distinguishes 
a debit from a credit and why some accounts are debited and others 
credited. 

The first thing to do is to imagine youreelf the proprietor of 
the business. If customer A made a purchase from you of $100 
worth of merchandise and you allowed him to take it home to pay 
for it later, you would make a note of the fact in the journal. 
From the journal you would debit his account in the ledger. Why? 
Because his taking away merchandise from you without giving you 
anything in exchange made him your debtor to that extent. In 
other words, something immediately came into the business which 
did not exist before, namely, an indebtedness frcHn A. 

In Double Entry bookkeeping, as Stated before, for every debit 
to one account there must be a corresponding credit to another 
account. What account would be credited in this case and why? 
Your answer would be "Merchandise" account, because. $100 
worth of merchandise went out of the business. 

In passing, it should be remarked that crediting "Merchan- 
dise" account with selling values of merchandise instead of cost, is 
rarely done now, although formerly that used to be the method 
generally adopted. In doing your practical work you are asked 
for the present to credit Merchandise account with selling values 
according to the old fashioned way, because we believe it best to 
develop your knowledge along the path that accounting practice 
itself has traveled towards its refinements. 

Ten days later A returns and pays his bill of $100. The 
transaction is entered on the left hand page of the cash book. 
From the cash book you would credit his account in the ledger. 
What account should be charged? The answer is "Cash." The 
asset value coming into the business is represented by cash. Ca^ 
is therefore debited. The asset value going out of the business is 
represented by A's indebtedness. A's account is therefore credited 
with $100 and the balance due from him is thereby wiped ofiF the 
books. 
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Now suppose you pay $90.00 cash for an office typewriter. 
You enter the cash disbursement on the right hand side of thl cash 
book and post the item to the debit of, say, "Office Furniture and 
Fixtures" account. "Office Furniture and Fixtures" account 
covers the value of the asset coming into the business and is there- 
fore debited, while "Cash" account covers the asset value going out 
of the business and is therefore credited. 

The foregoing transactions each involved the coming in of one 
asset and the going out of another in exchange. 

Let us assume that you purchased a desk frmn the X Supply 
Co. for which you agreed to pay $125 in thirty days. You would 
make a note of the fact in the journal. From the journal you 
would post $125 to the debit of "Office Furniture and Fixtures" 
account and $125 to the credit of the X Supply Co. 

If you were keeping Single Entry books you H'ould post the 
credit to the X Supply Company, a personal account, but not the 
debit to Office Furniture and Fixtures account, an impersonal 
account. The single entry ledger would, therefore, contain no 
account to record the cost of furniture and fixtures purchased. 
The accountant called in to determine the Net Worth at the end 
of the period would have nothing to tell him whether the furniture 
and fixtures on hand and inventoried were all that should be 
listed, without going through the journal and cash book to pick out 
purchases of furniture and fixtures, and this would be the equiva- 
lent of posting the items to a general ledger account. 

The above side remarks are made to illustrate concretely one 
of the differences between Single and Double Entry, or as wc 
would prefer to call them, Single and Double Posting.. 

Office Furniture and Fixtures account is debited because it 
covers the incoming asset value. At the same time a liability which 
never existed before is created, namely, the amount owed to the X 
Supply Company, for the desk, $125. This liability also comes into 
the business, an unwelcome guest perhaps, but nevertheless he has 
arrived and must be recognized. The account covering the 
incoming liability is credited, which, it will be observed, is just 



5 (2) DOUBLE ENTRY 

the reverse of what happens in the case of an incoming asset. But 
then liabilities are the reverse of assets. You must get used to 
thinking of them as opposites. 

Thirty days later, in accordance with your agreement, you pay 
your indebtedness to the X Supply Company by a check for $125. 
This is recorded on the right hand side of the cash book and posted 
to the debit of the X Supply Co. Cash account is credited because 
.cash, an asset, goes out of the business. The X Supply Company's 
account is debited because the liability to that concern goes out 
of the business. 

The above transactions cover the coming in of an asset and a 
liability of equal value at the same time and likewise the going out 
of an asset and a liability of equal value at the same time. 

It is possible, however, for one liability to come in as another 
goes out, as would have happened if a promissory note far $125 
had been given to the X Supply Company instead of a check. 
While the indebtedness to the X Supply Co. would nevertheless 
have remained the same, a note, being a written instrument, is a 
different type of liability from a verbal agreement to pay, and that 
is why we say, in the giving of a note, one liability comes in and 
another goes out. 

We have explained how asset accounts are debited with the 
value of an incoming asset and credited with the value of an out- 
going asset, and conversely, how liability accounts are credited 
with the value of an incoming liability and debited with the value 
of an outgoing liability. We will next consider transactions 
involving expenses and earnings. 

An expense is an item of cost of doing business, such as 
salaries paid to employees, office rent, heat, light, telephone service 
and the like. Most businesses are organized in expectation of 
making a profit. While they know that they will necessarily incur 
expenses, th^ expect to charge enou^ for whatever they have 
to sell in the way of goods or services to reimburse themselves for 
their expenses and have something over. 

In addition to receiving a return from personal effort expended 
in the conduct of its daily affairs, a business may receive a return on 
an investment, such as interest on Liberty Loan bonds owned. 
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Earning accounts are opened for the purpose of analyzing and 
measurinE the amount of returns to the business from all sources. 
Expenses signify values gom^ out of the business, never to 
return, earnings signify values coming in. 

E^qtcnsc accounts are debited, earning accounts are credited. 
Exceptions to this rule are transfers from one account to another 
or adjustments on account of errors, when expense accounts may 
be credited and earning accounts debited. 

The following chart will help impress the foregoing rules 
upon your memory: 

ASSET ACCOUNT 

Dbbit Credit 

Amount of asset Amount of Asset 

^ COMING IN GOING OUT 



A. 



LIABILITY ACCOUNT 

Debit CREorp 

'^Vmount of liability Amount of liability 

GOING OUT COMING IN 

■^ EXPENSE ACCOUNT 

Debit Credit 

Amount of expense 



\ 



incurred 

EARNING ACCOUNT 
Dbbit Credit 

Amount chained to out- 
siders for goods sold or 
services rendered 
Returns from investments. 



The above chart does not taice into consideration debits or 
credits on account of transfers from one account to another, or on 
account of adjustments of bookkeqiing errors, as we believe these 
would only tend to confuse you in your study of principles. 

"Merchandise account" as it will first be presmted to the 
student will be found to be a cmnbination of asset and earning 
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account. That is to say, it is debited as an asset account for the 
value of incoming merchandise, and credited as an earning account 
for the amount of the sales of merchandise. 



4. Tile L«dser Account a Means of AnalysU 

The object of keeping a Double Entry set of books is not 
unlike the purpose the prt^rietor of a feed store has in mind when 
he orders the oats he purchases dumped into one bin, com into 
another, wheat into a third and so on. Obviously, if he did not 
keep the different kinds of grain separated, he would never know 
how much of any kind he had to sell, nor could he conduct his 
business in an orderly fashion. The use of bins makes it possible 
for him to "analyze" his stock, regardless of the order in which it 
is received. 

A ledger account is like a bin. It is a bookkeeping receptacle 
to hold all transactions of the same nature. The bookkeeper first 
records the transactions, as and when they occur, in books of 
original entry. Later, he dumps transactions of a like nature into 
the same bin by posting them to the same ledger account. 

The feed man dumps the corn into the bin at the top and 
withdraws it at the bottom. The com in the bin at any time is 
the difference between what has been put in and what has been 
taken out. 

The ledger account, however, is arranged with two sides, a 
debit side (left hand side) and a credit side (right hand side). 
Transactions tending to increase the account arc entered on one 
side and those tending to decrease it on the other in accordance with 
the rules of debit and credit already outlined. The "balance" of 
the account is the amount left in the bin. 

An Important thing to remember is that asset and expense 
accounts under ordinary circumsfances have debit balances, and 
liability and earning accounts have credit balances. 

If a business expects to operate intelligently, it is just as neces- 
sary for it to know its various assets and liabilities and the com- 
ponent parts of its expenses and earnings, as it is for the feedman 
to keep his grains «epara ted. That is why accounts are kept with 
the various kinds of assets, liabilities and expenses and earnings. 
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Double Entry has another advantage in its feature of balance. 
For every debit to one account there must be a corresponding 
credit of equal amount to another account or accounts, and con- 
versely, for every credit to one account, there must be a correspond- 
ing debit of equal amount to another account or accounts. This 
does not mean in practice that the bookkeeper always credits an 
account at the time he debits another, but it does mean that he 
must credit an account or accounts with amounts equal to his 
posting of debits within the same period of time. The usual book- 
keeping period may he said to be one month. For example, sup- 
pose the disbursement side of the cash book showed the following 
transactions for the month (Item numbers are added for reference; 
they do not ordinarily appear in a cash book) : 

Item Check 

No. Date Particulars No. Amount 

1 April 1 Bought of John Jones one desk.... I 125.00 

2 April 7 Paid salaries for the week 130.00 

3 April 14 " " " ■' " 130.00 

4 April 18 Bought merchandise from Thos. 

Walker 2 400.00 

5 April 21 Paid salaries for the week 130.00 

6 April 26 Paid light bill to April 20 3 15.00 

7 April 27 Paid to F. R. Wilson (proprietor) 25.00 

8 April 28 Paid salaries for the week 130.00 

9 Bought horse and wagon from 

Johnston Livery Stable 4 210.00 

10 Paid F. O. Wheeler on account... 5 60.00 

1 1 April 30 Paid F. O. Wheeler balance due.. 6 30.00 

$1,385.00 

, The above is a list of cash disbursement transactions recorded 
al and when they occurred. 

Item No. 1 represents the purchase of one kind of asset — 
a desk, Item No. 4 another kind — Merchandise, and Item No. 9 
still another kind — a horse and wagon. The bookkeeper would 
post Item No. 1 to die debit of Office Furniture and Fixtures 
account, Item No 4. to the debit of Merchandise accoutft, and 
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Item No. 9 to the debit of Horses and Wagons account, thus 
effecting a simple analysis of the assets acquired during the month 
as shown by the cash book. 

Items No. 2, 3, 5 and 8 would each be posted to the debit of 
Salaries account and Item No. 6 to the debit of Light account, 
thus effecting a simple analysis of the expenses incurred during the 
month, as shown by the cash book. Item No. 7 would be posted 
to the debit of the proprietor's account and items Number 10 and 
11 to the debit of F. O. Wheeler's account, thus analyzing the 
disbursements for personal accounts. 

The bookkeeper should post the debits daily from the cash 
book, but it is not necessary for him to post a credit to Cash account 
each time he posts a debit to the various asset and expense 
accounts indicated above. It is sufficient to wait until the end of 
the month and post the total of the cash disbursements for the 
month to the credit of Cash account. In this example, the book- 
keeper would post $1385.00 to the credit of Cash, which amount 
would equal the sum of the amounts posted to the delnt of seven 
different accounts as follows: 

Office Furniture and Fixtures $125.00 

Horses and Wagons. 210.00 

Salaries : 

April 7 130.00 

April 14 ; 130.00 

April 21 130.00 

April 28 130.00 

Merchandise 400.00 

Light 15.00 

F.R.Wilson 25.(Jb 

F. O. Wheeler ^ 

April 28 60.00 • 

April 30...„ 30.00 

$1,385.00 



Thus the rule holds good that in Double Entry for even 
credit to one account there must be a corresponding debit to sosle 
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other account or accounts. The debits and credits may correspond 
item for item, as in the case of posting certain journal entries, but 
when they do not correspond in detail, they must correqwnd in 
total. This will be made clearer a little later, when the journal, 
cash book and ledger and their functions are explained at greater 
length. 

Illustrations may be multiplied indefinitely, but the foregoing 
is enough, we believe, to exemplify the principle involved. 
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QUESTIONS 
LeuoB 2 

1. Why is double entry bookkeeping so called? 

2. Into what two main classifications are accounts divided in 
the ledger where double entry bookkeeping is in use? Name sev- 
eral accounts under each classification. 

3. Why are nominal accounts kept? 

4. How is the final profit or loss for a given period deter- 
mined in double entry bookkeeping? 

5. (a) When do you debit an asset account? 

(b) When do you credit an asset account? 

(c) When do you debit a liability account? 

(d) When do you credit a liability account? 

6. Do you, as a general rule, debit or credit expense 
accounts? Earning accounts? What are the exceptions to this 

rule? 

7. Name the accounts debited and credited on the books of 
John Smith for each of the following transactions and indicate in 
each case whether the account is an asset, liability, expense or 
earning. 

1. Smith buys merchandise from Jones on account. 

2. Brown sells merchandise to Smith on account. 

3. Smith sells merchandise to Wilson on account. 

4. Paid rent for month. 

5. Paid salaries for two weeks. 

6. Cash received on account from Wilson. 

7. Merchandise sold for cash. 

8. Cash paid to Jones on account. 

9. Merchandise bought for cash. 

LSi,-.,.:.l:, Google 



How to Study Lesson Three 

The analysis of this lesson shows that it can be studied best 
by taking the following nine steps. These are not altogether the 
same nine that were followed in Lesson Two. 

Step 1. Apply Rule VII, Review Leuon One Very BmAy 
and Review Leuon Two MiH-e in DetaiL Spend 
about 30 minutes in this review. 

Step 2. Apply Rule I. Formulate Your Queatioiu Which 
You y/iSl Put to This Letxxi. Write These Oat. 

Step 3. Apply Rule IL Now Make Your Prdiminary Sir- 
vey <rf This Lesson. 

(Note: Next in order would be Rule III, The Outline. 
TTiis should be omitted here. The reason is that this 
lesson does not lend Itself easily to an outline. You 
should always decide in making your preliminary sur- 
vey whether or not an outline is worth while). 

Step 4. Apply Rule IV. Recite Mentally Each Paragraph 
as You Read It 

Since you have omitted your outline it will be necessary for 
you to fix firmly in mind the contents of each paragraph. This 
can best be done by applying Rule IV laid down in the analysis of 
Lesson One. 

St^ S. Apply Rule VIII. Master the Details as Yoa Go. 

Go back to the analysis of Lesson Two and review this 
rule. 

Step 6. Apply Ride IX. Remember that you are now in busi- 
ness for yourself. Don't forget to apply this point of 

1 Trial Balance to your business. Suppose you have made 

an error. How would you locate it? 

Step 7. Rule XI. Make Up Fcm- Your Own Use a Dictitm- 
ary of Technical Terms Used in These LesscMis. 

Secure a hundred 3x5 index cards and write on each card 
a technical term or word. Then write after each term its dcfini- 
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tion or a full statement of its meaning. Include in your catalog 
all ordinaiy words that are used in accounting in a technical sense. 
By technical terms we mean such as Assets, Liabilities, Net Worth, 
Posting, Impersonal Accounts, Nominal Accounts, etc. 

You will find from twenty to thirty such terms in the first 
three lessons. After you have written each term on a card and 
have defined it, arrange these cards alphabetically and file them 
in a convenient place. Later as you come across new terms enter 
them on cards and add them to your file. When the course is com- 
pleted you will have a complete dictionary of the technical terms 
used in accounting. 

Step 8. Apply Rule X. Repmeat Graphically or in Some 
Vivid Form the Rule* tor Finding Errors in die 
Trial Balance (^ Ledger Posting. It is necessary that 
you remember these rules. Your memory will be aided 
by a graphic scheme. Do the same for the twelve facts 
summarized at the end of lesson three. 

Step 9. Apply Rdet V. and VI. Check Up and Grade 
Voorst. Here is an opportunity to grade yourself 
on the first three less(»is. The main points are sum- 
marized under twelve headings at the end of Lesson 
Three. Sec how many of these points you can recall 
without help. 
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TRIAL BAIANCE 

1. A Lirt of Aceoant BdMMW 

If the sum of items pasted to the debit side of various accounts 
in the ledger always equals the sum of the items posted to the 
credit side of other accounts, it follows that the sum of the balances 
of those accounts in which the debits exceed the credits must equal 
the sum of the balances of those in which the credits exceed the 
debits. If this proves to be the case the ledger is said to be "in 
balance." 

The bookkeeper, after he has completed his postings for the 
month, can not tell, of course, whether the ledger is in balance or 
not, without "trying" to see. He finds out by listing the ledger 
accounts and indicating opposite each the amount of its balance, 
putting debit balances in one ctJumn and credit balances in another 
to keep them separate. He then adds the columns. There is 
nothing mysterious about a trial balance, although some business 
houses make it appear so in advertising for a bookkeeper by 
including among qualifications required the ability to take off a 
trial balance. Any one who can master the rules of debit and 
credit will find no trouble in being able to understand a trial 
balance. 

2. PnpoM of Trial Balance 

If the totab of the two columns of a trial balance agree the 
ledger is "in balance," provided no errors have been made in 
"taking off' the trial balance. 

If they do not agree the bookkeeper is immediately aware that 
something is wrong in cither the trial balance or the ledger. This 
is the signal or safety device enjoyed by the Double Entry book- 
keeper, to which we referred in the discussion of Single Entry. 
The ledger may show out of balance because the bookkeeper failed 
to post an offsetting credit for a debit, or because he made an error 
in footing an account, or in calculating its balance, or possibly he 
may have failed to list the correct balances on the trial balance 
sheet. The bookkeeper, in such a case, must review his work to 
find the difference. 
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3. Trial Balance Does Not Prove Ledger Posting* Correct 

The fact that the totals of the two columns of a trial bxlancc 
are the same does not necessarily mean that the ledger postings have 
all been made correctly. For instance, if the bookkeeper inadver- 
tently posted a debit to the account of A instead of to B, where it 
belonged, the trial balance could be in agreement notwithstanding. 

Or an error in overfooting A*s debits, resulting in an incorrect 
amount being shown on the trial balance as A's balance, might be 
counteracted by a similar error in the footing of the credits of 
another account, which would not be revealed by the trial balance. 
Such errors must be discovered, if at all, in other ways. They 
may be found accidentally, or by a customer's calling attention to 
the error himself, if the error is in a customer's account, or perhaps 
by an audit of the books. When errors offset, or counterbalance, 
each other they are called "compensating errors," 

The trial balance, however, is practically conclusive evidence 
of the accuracy of the ledger work, especially if the bookkeeper is 
careful. Neither a bookkeeper nor an auditor could very well 
dispense with the trial balance. 

4. Taking Off a Trial Balance 

To illustrate the taking off of a trial balance, which is little 
more than the listing of debit and credit balances of ledger 
accounts, you will find below five accounts and a trial balance 
thereof. The accounts chosen represent three asset accounts, one 
liability, two expense, one earning and the proprietor's account. 
These are enough to demonstrate the method, which would not 
change if the number of accounts were increased indefinitely. 

CASH ACCOUNT 

1921 1921 

June 1 Balance 800.30 June 30 Disbursements .... 10(2.3 S 

June 30 Receipts ISOO.Ol July 31 Disbursements .... 943.20 

July Jl Receipts 264S.67 

CUSTOMER A 

1921 1921 

June 16 Merchandise 3346.00 June 22 Cash 1493.36 

June 30 " 90,30 July IS " .*.. ?^3^;^3 

July 22 " 1430.00 ' c^ 



TRUL BALANCE 
MERCHANDISE 

1921 192! 

June 1 Balance 5600^5 June 30 Customer'a 

June 30 Accounti Payable 30.10 couou 

July 31 Accounts Payable 42.00 July 31 Customer's . 



CREDITOR M 

1921 1921 

June 25 Cash 630.J5 June 10 Merchandise S600.2S 

July IS " 400.00 June IS " 30.10 

July 2 " 42.00 



lr>t 



SAMUEL WILCOX, PROPRIETOR 



INTEREST EARNED 



/ 



1921 

June 2 On bank balance 

month of May. 4.(!S 

July S On bank balance 

month of June 6.30 



1921 



\ V June S Month of June 45.00 

j V July 1 Month of July 4S.00 



x'- 



1921 

June SO Month of June 387.00 

July 31 Month of July 49S.20 



Determine the balance of each one of these accounts by 
ascertaining the difference between the total of the debits and the 
total of the credits, and see if you do not check with the following 
trial balance: 

LSi,-.,...i.,C-.oog[c 
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TRIAL BALANCE 



TRIAL BALANCE— JULY 31, 1921 

Debit Credit 

Cash 2938.43 

Customer A 733.57 

Merchandise 806.05 

Creditor M , 4642.00 

Samuel Wilcox (Proprietor) 800.30 

Interest Earned 10.95 

Rent 90.00 

Salaries 885.20 

5453.25 

An example of a longer trial balance follows. The length 
of a trial balance depends entirely upon the number of accounts 
in the ledger. 

TRIAL BALANCE— DECEMBER 31, 1920 

Debit Credit 

Cash 6245.20 

Customer A 8900.23 

Customer B 563.40 

Customer C 210.00 

Customer D 9233.00 

Merchandise 3240.00 

Liberty Loan Bonds 2000.00 

Land 5259.00 

Buildings 5000.00 

Equipment 1000.00 

Furniture and Fixtures 1527.60 

Notes Payable 2000.00 

Creditor M 10469.26 

Creditor N 2.39 

Henry Wilson (Proprietor) 32178.67 

Sales 8426.33 

Interest Earned 45.00 

Cost of Goods Sold 6741.00 C^OC^glc 

Salaries 2946.00 
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Heat, Light and Power 120.00 

Telcpfaooe and Telegrai^ 63.22 

Stationery and Printing 43.00 

Interest Expense 30.00 



53121.65 53121.65 



5. lociting Errors 

The following are offered as helpful sugscstions, in case you 
have trouble in balancing a ledger: 

If the two columns of a trial balance do not agree, the first 
thing to do is to determine the difference, which may give a due 
to the trouble immediately. For example, suppose the credits exceed 
the debits by an amount divisible by 2, say $800. In that event, 
it is possible that a debit balance of $400 has been entered 
erroneously in the credit column. A look down the credit side 
then might reveal the mistake at once. Or a debit balance of 
$800 may have been omitted entirely, an error that might be 
found by glancing through the ledger. 

If the difference is $.01, $.10, $1.00, $10.00, $100.00 or th^ 
like, the chances are a mistake has been made in footing one of the 
columns. 

If the difference is evenly divisible by 9, the error may be due 
to a transposition of figures in pelting to the ledger or in listing a 
balance on the trial balance, or possibly to a transplacement or 
"slide." 

A transposition is a reversing of the position of digits in a 
number, as for example: 25 for 52; 493 for 439; 1646 for 6146. 
A transplacement is the placing of figures in wrong columns, as 
for example 120 for 12, or 14 for 1400. 

There are possibilities of two and three column transposi- 
tions, but as these errors are comparatively infrequent, the method 
of determining them is not discussed here. 

A quick way to determine whether an amount is evenly 
divisible by 9 is to add the digits to see if the sum is 9 or a 
multiple thereof. Take 964378296324. This is divisible by 9 
because the sum of the digits amounts to 63 and 63 is a mul- 
tiple of 9. 
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Or another way to do is to "cast out" nine mentally as you 
add the digits, as for example, in the following way, using the 
above figures. Ignore the first nine, or in other words "cast it 
oiit." Six and four arc ten. Subtract 9 and begin again with 1. 
One and three are four. Four and seven are eleven. Subtract 9 
and begin again with 2, Two and eight are 10. Subtract 9 and 
begin again with 1. Continue in this way and see if you do not 
end with 9. 

To determine the possibility of a "slide," divide the difference 
between the totals of the debit and credit columns of the trial 
balance by 9. If the quotient is, in turn, evenly divisible by 11, 
there may have been a two column slide. Or if the quotient is 
divisible by 111, there may have been a three column slide, as shown 
by the following table : 



If debits 
exceed 
credits by 


Divide 

by 9 


Divide 
coumn 


Quo- 




Etror probably due 
to li«iBg 






32 






In debit column 


In credit column 


288 


32 as 


320 


320 


as 32 


3168 


352 


11 


32 


32 as 


3200 


3200 


as 32 


31968 


3552 


111 


32 


32 as 


32000 


32000 


as 32 


319968 


35552 


nil 


32 


32 as 


320000 


320000 


as 32 



If your difference is divisible by 9 and the quotient is from 1 
to 9 or from 1 to 9 with any number of ciphers after it, there 
may be either a transposition of figures or a sliding of figures into 
wrong columns. If the difference is divisible by 9, but the quo- 
tient consists of any other figures than 1 to 9 or 1 to 9 with ciphers, 
it is useless to look for a transposition. Attention should then be 
centered on discovering a "slide." 
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The following arc possible errors caused by transpositions and 
slides, where the trial balance difference is a multiple of 9i 



e Possible Transpositions 

12 & 21 ; 23 & 32; 34 & 43; 45 & 54 
56 i 65; 67 & 76; 78 & 87; 89 & 98 

13 Jj 31 ; 24 & 42; 35 & 53; 46 8e 64 
57&75;68 Ji86;79&97 

14 & 41 ; 25 & 52 ; 36 4 63 ; 47 & 74 
58&85;69&96 

15 & 51 ; 26 & 62; 37 & 73; 48 & 84 
59&95 

16 S 61 ; 27 & 72 ; 38 & 83; 49 & 94 

17 & 71 ; 28 & 82; 39 & 93 

18 & 81 ; 29 & 92 
19&91 



Possible Slides 
land 10 

2 and 20 

3 and 30 
4and 40 

5 and 50 

6 and 60 

7 and 70 

8 and 80 

9 and 90 

10 and 100 

11 and 110 

12 and 120 

13 and 130 



Where the difference is 10 times (or 100) times those given 
in the first column, the corresponding figures in the second and 
third columns should be multiplied by 10 (or 100). 

Where the trial balance difference is above 100 and exactly 
divisible by 9, there is a strong possibility of a one-column slide, 
illustrated as follows: 



Trial Balance 


Quotients 


After 




Difference 


Dividing by 9 


Probable Slide 


531 


59 




590 for 59 or vice versa 


756 


84 




840 for 84 or vice versa 


828 


92 




920 for 92 or vice versa 


%3 


107 




1070 for 107 or vice versa 






etc, etc 


i..i - t,OOQlC 
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The foregoing suggestions are as a general rule of practical 
assistance only in case one error is made. If two or more errors 
have been made these methods will give little help. It is well to 
try them, however, in the hope that there may be only one error to 
be located. 

After you have satisfied yourself that there have been no errors 
in transposing or sliding figures in taking o& the trial balance, or 
in putting balances in the debit for the credit column, or vice 
versa, or in footing the columns of the trial balance, and if you 
find that an error still persists, proceed to check back the balances 
that appear on the trial balance with ledger balances. If these 
agree, it is well to scan the books of original entry in the hope of 
discovering the failure to ptKt some item, as might be evidenced by 
the lack of a ledger folio number, or a tick mark. 

If all these devices fail, you may have to check the footings of 
the ledger accounts and the abstraction of balances, or even go so 
far as to check back the postings item for item. 

There is still another way of finding out why the general ledger 
is out of balance, namely, by listing the balance of each account 
in the ledger as of the date it was last in balance and showing 
in columns opposite each the debits and the credits since that date 
analyzed in accordance with books of original entry. The total 
of each of these columns should agree with the total of the items in 
the particular book of original entry it represents. If they do not, 
any error of posting may thus be traced to its source. Thvi plan, 
however, involves considerable work and we believe should be used 
only as a last resort. 

6. Summaiy Retview, Leesons 1, 2 and 3 



What you have learned up to the present may be summarized 
i follows: 

(1) That books are necessary in any business, howevei 

small, because it is impossible to remember for any 
great length of time all the transactions that have 
happened in that business. 

(2) That business transactions are broadly divided into two 

classifications (a) those involving cash, and (b) 
those involving credit or trust. 
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(3) That these transactions are recorded as and when then 

occur in books of original entry. 

(4) That cash transactions arc recorded in cash books, and 

all other transactions in journals of one kind or 
another. 

(5) That entries in books of original entry are later trans- 

ferred or posted to a ledger and that the ledger acts 
as an analysis of transactions because items of a like 
nature are posted to the same account in the ledger, 
the name of the account si|7iifyiag the nature of the 
transaction. 

(6) That Single Entry is ccaicemed only with the keeping 

of personal accounts, and that therefore the ledger 
gives no clue as to other assets and liabilities, whereas, 
a Double Entry ledger contains accounts not only 
with each different kind of asset and liability, but also 
with each different kind of expense and earning. 

(7) That theiNct Profit or Loss for a given period where 

books are kept by Single Entry can be calculated only 
by determining the difference between the Net Worth 
at the beginning of die period and at the end of the 
period and taking into consideration contributions 
and withdrawals of capital for the period, which 
method docs not, however, disclose the reasons for the 
profit or loss. 

(8) That both the amount of the profit or loss and 'the 

reason therefor can be determined from the Profit and 
Loss account when the books are kept by Double 
Entry. 

(9) That the outstanding features of Double Entry are: 

(a) The element of balance introduced by the 

posting of credits equal in amount to the 
posting of debits. 

(b) The thorough analysis of all transactions by 

the keeping of impersonal accounts in the 
ledger, as well as personal accounts. 
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(10) That the rules of debit and credit are: 

Asset accounts — Debited with Incoming Value, cred- 
ited with Outgoing Value. 

Liability accounts — Credited with Incoming Value, 
debited with Outgoing Value. 

Expense accounts — Debited with expenses incurred. 

Earning accounts — Credited with amounts earned. 

(11) That the foundation on which accounting is based is the 

analysis of a scries of transactions into their elements, 
principally in order that the following questions may 
be answered: 

(a) How much have the profits or losses of a 
business been for a given period? 

(b) What were the sources of the profits or the 

causes of the losses? 

(c) What was the financial condition of the busi- 

ness at the end of the period? That is to 
say, of what did its assets and liabilities con- 
sist and how were they valued? By how 
much did the assets exceed the liabilities, if 
at all, or, in other words, what was the Net 
Worth, if any? 

( 12) That a trial balance is a list of debit and credit balances 

of ledger accounts to prove that the total of the debit 
balances equals the total of the credit balances. 

. With these facts and principles thoroughly in mind, we pass 
in the next lessons to a detailed description of the three main books 
kept under the Double Entry System, the Cash Book, the Journal, 
and the Ledger, first in their simplest forms before describing the 
modified forms that have been adopted as modern ideas have im- 
proved the science of accounting. 
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QUESTIONS 
L«Mon 3 

1. What is a trial balance? 

2. What is its purpose? 

3. Does the fact that the totab of the two columns of a trial 
balance agree prove that die accounts in the ledger a;^ correct? 
State reason for answer. 

4. What circumstances in connection with a trial balance 
would lead you to believe that an error had been made in placing 
a debit item on the credit side of the ledger or trial balance, or 
vice versa? 

5. Under what conditions would you think the error was in 
addition ? 

6. How would you determine whether an error had been 
made in either "transposing" or "transplacing" figures? 

7. What kinds of accounts are found in a ledger kept under 
the single entry method? Under the double entry method? 

8. What are the outstanding features of Double Entry? 

9. What are the rules of debit and credit? 

10. Frank Brown, a merchant, had the following accounts 
and balances in his ledger, on June 30, 1921 : 

Account Name Balance 

Cash 950.00 

Customers' accounts 1,250.00 

Merchandise on hand 500.00 

Horses and wagons 500.00 

Land and buildings 1,000.00 

Creditors' accounts. 750.00 

Mortgage payable 500.00 

Frank Brown, capital (credit balance) 1,800.00 

Sales 1,500.00 

Salaries 150.00 

Interest received 100.00 

Rent expense. lOO.Oft^, [^ 

Interest paid 200.00 '-^ 



2 QUESTIONS— LESSON THREE 

From the foregoing accounts and balances make out a trial 
balance in proper form. 

11. Submit a trial balance of your general ledger as of Feb- 
ruary 28, 1920. 
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Htnv to Study LesKm Four 

Step 1. J^pljr Rnlfl Vn. R&naw tint Pnmom Lmiom. 

In making this review notice that the first three lessons fonn a kind 
of introduction to the subject of accounting. With lesson four 
you begin to do the actual work of bookkeeping. A good way to 
review the first three lessons is to go over your outlines of them. 
Some of the points you will have forgotten. These weak spots 
^ould be strengthened before you proceed with this lesson. 

Step 2. Applr lUe IL Make m. Prdinmutfy Sanmr 
of die LeMOD. The first section of this lesson will give you 
a good idea of what the lesson is about. Read this section care- 
fully, then read over the remainder of the lesson rapidly with a 
view to getting the main thread of the thought. 

Step 3. Apply Ride m. Make an Ondine of die 
Leuon. It seems wise here to depart from the system of out- 
lining used in the previous chapters. There we suggested that you 
follow the main headings of the chapter and use these as headings 
for your outline. Here we surest that you learn to make up 
your own headings and sub-headings using those in the lesson only 
when they suit your convenience. 

Since you will be outlining right along now, it is well 
that you work out some scheme of numbering your main heads 
and sub-heads. There are many ways of doing this. Whichever 
method you use, use it consistently. We suggest the following: 

A. The Main Headings 

[. The first sub-headings. 

1. The second sub-headings. 
(1) The third sub-headings. 

Applying this to lesson lour we have: 

A. Introductory. 

B. The Simple Cash Book. 

I. Recording Receipts. (Left hand nde.) 

1. In the "Date" column record the.....»... ■\ 



2. In the "Received From" column record... 
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3. In the "Particulars" column record... 



4. In the "Folio" column record 

5. In the "Amount" column record... 



II. Recording Disbursements. (Right hand side.) 

Columns and records same as BI except in BI2 where 
"Received From" is changed to "Paid To." 

III. Carrying Footings Forward. 

IV. Reason for Additional Column — Form 1-0. 

C. Columnar Cash Book 
I. How Developed. 

II. Advantage of Loose Leaf Records. 
III. Recording Receipts. (Form 1-1.) 

(Enter as sub-heads here what should go in each 
column as you did in BI 1 to 5.) 
IV. Recording Disbursements. (Form 2-1.) 

(Enter as subheads what should go in each column) 

D. Facilitating the Proof of Cash. 

I. Advantage of separating checks from currency disburse- 
ments. 
II. Advantage of office revolving fund. 

Such an outline has the following advantages. First, it sums 
the lesson up. Second, it aids the memory because it simplifies the 
lesson. The student is urged to develop the habit of making out- 
lines. 

Step 5. Rule XII. Form m Definite Idea of Each Prai- 
ciple. Do not allow yourself to be content with a hazy or vague 
idea of any point or principle in the lesson. Vagueness of ideas 
makes reasoning impossible. In order to reason accurately one 
must be able to manipulate concepts. A half-formed idea is some- 
times worse than no idea at all, since it leads to errors and mistakes. 

In case of the present lesson you should form a very definite 
idea of what should be entered in each and every column of the 
cash book. Not only this but you should know the reasons why a 
particular item is entered in one column rather than another. The 
best way to do this is to practice recording transactions. Practice 
business transactions will be furnished with this and following 
lessons. 
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St^ 6. Applf Rule VL Grade Yonradf on Tfab 
Lewoo. Go at your test questions with a view to measuring your 
knowledge of this lesson. Assign yourself a grade before you seek 
help on answering these questions. 

Stqp 7. Rde XUL DvvtAap Habib of Neatnen and 
Accuracy. With this lesson you will be given a set of practice 
transactions. Before you begin work on these read Volume II of 
How To Study At Home. This pamphlet deals with Study 
Habits. Examine carefully the paragraphs on habits of Neatness, 
Accuracy and Speed. You will be graded on these points. It is 
impossible to lay too much emphasis on neatness. Your employer 
will rate you on these qualities. In order to develop a habit of 
neatness the following con^derations will be helpful. 

First, make no entries until you arc sure you arc putting them 
in the ri^t place and in the rig^t way. This will avoid the 
necessity of making erasures. It is practically impossible to erase 
an item that has been entered in ink and leave the page looking 
clean. , ' j ■',' - (^|^ 

Second, keep your pens clean and in good order. Dirty pen 
points are responsible for many ink blots. 

Third, have a supply of blotting paper at hand and cultivate 
the habit of blotting your work as you go along. Do not wait until 
you have completed a page before applying the blotter. 

Fourth, if you are using ink of two colors, say black and red, 
be sure that you always keep your black ink at your right and 
your red ink at your left. Do not change. The hand soon gets 
into a habit of reaching in a certain direction and to a certain 
place for a certain color of ink. If you allow yourself to place 
your black ink now at your right and then at your left, the result 
will be that you will be continually dipping the black pen in die 
red ink or vice versa. 

Fifth. Last, but not least, never handle your books with 
dirty fingers. This may seem trivial and too absurd to mention. 
But it is often the cause of dirty books. 



LESSON 4 

CASH BOOKS 

1. Introductory 

With lesson four you will begin to do practical bookkeeping 
and accounting work. Too much emphasis can not be laid upon 
the importance of this part of the course, as it is designed to 
impress forcibly upon your memory the principles and tiieory out- 
lined in the text in a way that cannot be equalled by any other 
known method. 

By a conscientious and determined effort to do your work as 
if your salary depended upon it, you can obtain the best results. 
In this way you not only help yourself, but yoij make it possible 
lor us to assist you, because when your written work is submitted 
we can judge for ourselves whether or not we have made the 
lessons clear to you. If there is any point you have missed, we 
will call it to your attention and explain it, if necessary, in a dif- 
ferent way. 

The books of original entry are introduced in their simplest 
forms to be discontinued after you have become acquainted with 
them. You will then do your work entirely in books of modern 
design, similar to ones you might reasonably expect to £nd in any 
up to date business house. 

You will start to keep books first by the Single Entry method, 
later changing to the Double Entry system. From keeping the 
accounts of a single proprietor, you will progress to partnership 
and corporation accounting. When you have finished you will 
have covered the whole general field of accounting, and should be 
qualified to prepare financial statements according to the accepted 
standards of presentation. 

2. ReconUng Receipta— Kmple Cash Book 

You will notice in illustration 1 on the next page that the left 
hand side of the cash book, this being the side on which the receipts 
are recorded, is ruled with five columns as follows: Date, Received 
From, Particulars, Folio, and Amount. In the "Date" column 
should be entered the date on which the cash is received. It is very 
important that the entry be made as soon as possible. In the 
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"Received From" column should be entered the name of the busi- 
ness house or person from whom the cash is received. In the 
"Particulars" column should be entered brief but full particulars 
as to why the cash was received, so as to leave no doubt in anyone's 
mind any time thereafter. If cash is received from A for credit to 
the account of B, it should be so stated among the particulars. If 
cash is received from A in settlement of a bill rendered against 
him, the date and number of the bill should be recorded whenever 
it is practicable to do so. In short, all information should be 
recorded that the bookkeeper is able to get, to enable anyone to 
understand the transaction clearly and post the item to the correct 
account, or to check the posting any time after the entry has been 
made. The book of original entry is the place for all essential 
detail. The ledgCr is in its nature a summary record where less 
detail is possible. 

In the "Folio" column should be entered the page in the ledger 
to which the amount of the cash received is posted. If the book- 
keeper indicates the ledger folio as he posts the amount, as s<Kne 
bookkeepers do, the fact that a number appears in the folio column 
is fairly conclusive evidence that the item has been posted. 

ILLUSTRATION 1 
Dr. Cash 



W ' 


(2) 


, (3) 


(♦) 


(5) 


Da(« 


Received from 


Particulars 


Pol. 


Amount 


1921 










Sept. I 


Balance ' 


From Page 2 


1 1 


170.15 


1 


SimpaoD & Gray 


Their check. Bill No. 18 


21 


150.00 


9 


Herbert Mann 


For acct. J. W. Schuler 


36 


8.4S 


10 


F. J. McKaiD 


Cash on account 


17 


1 3.S0 


JO 


BeDJ. Walters | 


1 His check, discount .30 


JS 


14.70 
346.80 



(Cash Received — left-hand page) 

In the amount column should be entered the exact amount of 
cash received. If a customer pays for a purchase of $100, less 2% 
discount, which the business allows for payment within ten days, 
or in other words if the customer pays $98.00 in full settlement of 
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a bill for $100, the amount of $98.00 must be entered in the 
"Amount" column as that is what was actually Teccivcd. 
Details of the deduction of $2 should, however, be shown in the 
"Particulars" column and the customer given credit for the $2 
through the Journal, as will be explained in connection with the 
Journal. 

3. RecrnxUng DiabiB-sementi — l^mple Cash Bocdc 

The right hand side of the cash book, this being the side on 
which the payments or disbursements are recorded, is exactly the 
same as the receipts side, except that the heading of the second 
column reads "Paid To" instead of "Received From." The same 
comments as to giving brief but clear particulars apply to cash 
disbursements as to cash receipts. Likewise th^ exact amount of 
cash disbursed must be entered in the "Amount" column. Book- 
keepers usually note the check number in the particulars column 
whenever the payment is by check, although this is not shown in 
illustration 2 following. 

ILLUSTRATION 2 

Cash Cr. 

(6) (7) (g) 1(9) (10) 

Date Paid to ' Particular* Fol. Amount 

1921 : { 

Sept. 2 A. B. Lang ' ' Check for Sept. Rent I i ' 40.00 

3 ' Public Gas Co. ' I Caah for Light 2.75 

5 Hedges, Buck k Co. Check, discount 2.60 27 ' 127.40 

15 £. J. Collier I i Cash (or siationery i 11.50 

30 W. H. Lyons Clerk Salary foe Sept SO.OO 

BaUnce I i To Page 4 I : ' tS.lS 



(Cash Disbursed — right-hand page) 

4. Canying Ff>otiiigs Forward 

It is customary practice to carry forward the footings of the 
receipts to the next receipts page and the disbursements to the next 
disbursements page as either page is completed rather than to carry 
forward the difference between the receipts and disbursements.!-'' If 
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this were not done, it would be difficult to determine from the 
cash book the monthly totals of c^h receipts and of cash disburse- 
ments. 

If the disbursements side is filled before the receipts side, 
the totals of each side are nevertheless brought forward at the same 
time, and the unused portion of the receipt side is ruled with a 
diagonal line, so that no more entries may be entered there sub- 
sequently. If the receipts side is filled before the disbursements 
side, the unused portion of the disbursements side is ruled. 

5. ReaMMk fur AdditioiMd C<dimin — Form 1-0 

Form I-O, which is to be used for your practical work, has 
been ruled with two money columns instead of one, for your 
convenience. While you are keeping your books under the single 
entry method you can enter in one column items affecting personal 
accounts, and in the other column all other items. When you 
come to double entry work you can use the first column for detail, 
the total of which can be extended to the second column. For 
example, if you have six sales of merchandise on the same day 
recorded in the cash book, one following the other, you can extend 
the total thereof in the second column for posting in one amount to 
the credit of Merchandise account. 

6. Derdopment of Ctdumiiar Record* 

With a cash book that has only one money column, it is neces- 
sary for the bookkeeper to post every item of receipt or disburse- 
ment individually. That is to say, if cash sales were made every 
day and recorded among other cash receipts for the day, the book- 
keeper would have to post twenty-six different items to the credit of 
Merchandise account for the month from the cash book, assuming 
twenty-six business days in the month. This would mean con- 
siderably more work for the bookkeeper than if it were necessary 
to make only one posting a month of the total of cash sales. 

Furthermore, one posting instead of twenty-six would save 
much ^acc in the ledger. Necessity, they say, is the mother 
of invention. Some bookkeeper, who, being overcrowded with 
work, had to stay at night to keep his ledger posted currently, 
no doubt thought of the idea of widening the cash book to make 
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room ioi another money column into which he might extend 
exclusively the amounts o^ the daily cash sales, and thus easily 
arrive at a total of cash sales for the month to post in one amount 
to the credit of Merchandise account. He had had no particular 
reason for posting these items in detail to Merchandise account, 
exc^t that he was obliged to do so on account of the way the cash 
book was ruled. Perhaps this same bookkeeper, or another one, 
got tired of journalizing discounts deducted by customers and 
conceived the idea of entering the amount of the discount in a 
separate column in the cash book alongside of the actual amount 
received and posting the credit for discount to the customer simul- 
taneously as he posted the credit for cash. This, he rightly thought, 
would at least save him the trouble of writing in the journal names 
and particulars in regard to discount deductions which already 
appeared in the cash book. 

One Inject of adding money columns to the cash book, or any. 
other book of original entry, is to relieve the work of posting by 
distributing items of a similar nature to the same column and 
posting the total thereof monthly to the general ledger. The 
general ledger account does not thereby cease to function as a 
medium of analyzing business transactions. It still remains the 
bookkeeping final receptacle for items of a similar nature, only 
they come to it in bulk this way rather than in detail. 

The number of columns found in a cash book in an up to date 
office depends largely upon the nature of the business and some- 
what on the accountant who devised it. Generally speaking, 
columns will be introduced only for transactions of a. similar 
nature which recur frequently during the month. 

7. Advantage aS Looce Leaf Records 

If too many columns arc provided in the form of cash hook 
which has receipts on one side and disbursements on the other, it 
can easily be understood how the book might become too wide and 
cumbei^ome, to avoid which some business bouses divide their cash 
record into two parts, one book for receipts and a separate one for 
disbursements. 

The inconvenience of having two books for ca^ can be over- 
come by the use of a loose leaf system which makes it practicable to 
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have the receipts and disbursements sheets, although they may 
differ in ruling, all in one binder, provided th^ aie oi the same 
size, the receipts in front and the disbursements in back. Either 
receipts or disbursements can then expand indefinitely by the 
addition of extra sheets, and independently the one from the other. 

8. Recording R«c«pts — Ccdmnnar Cuh Boc^ 

After becoming thoroughly familiar with the simple form of 
cash book shown by illustrations 1 and 2, and also by Figures 

1 A, I B and 1 C, the student should remember that this simple 
form has been almost universally abandoned in favor of modem 
columnar forms, illustrations of which may be found in Figures 

2 and 3. An explanation of the use of these would cover in 
principle the use of practically any columnar cash book any 
accountant could devise. 

Referring to figure 2, in column 6 should be entered the date 
of receipt and in column 7 the name of the business or peison 
from whom cash is received, followed by particulars. If a 
receipt were from a customer in the amount of $98 in settlement 
of a purchase of $100, the exact amount of cash, $98, should be 
entered in the "Net Amount Received" column (5), the discount 
of $2 in the "Discount Allowed" column (4) and the gross 
amount of the purchase, $100, in the "Customers' accounts" col- 
umn (8). It will be noticed that the debits equal the credit and 
also that the rules of debit and credit are observed. If this were 
the only transaction for the month, the postings to the general 
ledger accounts would be as follows: 

Debit Discount Allowed (an expense) $ 2.00 

Debit Cash (Value of an incoming asset) 98.00 

Credit Customer's account $100.00 

A special column in the cash hook in which to enter the amount 
of the bill rendered to the customer, or in other words the amount 
charged to his account, makes it possible to give the credit in full 
to which be is entitled, thereby eliminating the necessity of jour- 
nalizing the discount or of posting it to the credit of the cus- 
tomer's account from a discount column in the cash book. The 
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additional column (such as column 8) represents one step further 
in the development of plans to save posting worlc 

The Miscellaneous column under the word "Charge" is used 
for entering amounts to be charged to other accounts than "Dis- 
count Allowed" or to "Cash," and the Miscellaneous column under 
the word "Credit" is used for entering amounts to be credited to 
other accounts than customers or whatever column 10 is used for. 
Column 10 (no caption in Form 1-1) is used to record the 
amounts other than receipts from customers which may be received 
at frequent intervals during the month to be credited to the same 
account, as, for example, cash sales. Assuming this to be the case, 
"Merchandise" should be written in pen and ink at the top of die 
column if that is the name of the account to which the total of 
cash sales is to be credited at the end of the month. 

The column headed "No." (12) provides space to indicate the 
number of the account. Many business houses, especially those 
that have a great many accounts, have a system of numbering their 
accounts for the purpose of quick reference. 

The columns with V at the top — 3, 9 and 14 — are provided 
as spaces for the bookkeeper to "tick" each item in the Miscel- 
laneous or the Customers' Accounts columns as he posts it to the 
ledger as an indication that the posting has been made. Items in 
the Miscellaneous columns and items in the "Customers' accounts" 
column must be posted individually. Items in die "Discount 
Allowed" and "Net Amount Received" columns and in column 10 
(the heading of which in form 1-1 is not filled in) can and 
should be posted in total, except that the balance of cash carried 
forward from the previous month should first be deducted from 
the total of column 5. 

Amounts in columns at the left of the centre of the page should 
be charged, while those in columns at the right should be credited 
to general ledger accounts. The captions at the top of the page 
clearly indicate this with the names of the accounts to be charged 
and credited. Of course, it is impossible for the captions to indi- 
cate the names of the miscellaneous accounts to be charged or 
credited. The bookkeeper supplies this information as he records 
the cash receipt by writing in the name or number of the acoHint 
to be charged or credited in front of the amount. 
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The sum of the money columns to the left of the center must 
equal the sum of the money columns to the right. If they do, each 
individual horizontal line balances, and the sum of the debits will 
equal the sum of the credits, which is essential in Double Entry 
bookkeeping. 

In practice the cash balance of the previous month (the differ- 
ence between the receipts and disbursements) is brought forward 
into the new month and entered on the first line in the "Net 
Amount Received" column (5). To preserve the balancing of the 
columns mentioned above this same amount is extended to the 
last column of the right hand side of the page (13). In posting 
the cash book, therefore, the balance at the beginning should be 
deducted from the total of the "Net Amount Received" column to 
arrive at the true amount of receipts for the month, and the cor- 
responding amount extended in the "Miscellaneous" column (13) 
should be ignored. 

9. Advantage of S^arating Check From Cnrreacy Dh' 
bn-iementa 

In the early days of bookkeeping it was the common practice 
to record payments by currency and payments by check in the 
same column of the same book, the cash book in fact having only 
one money column. Furthermore, nothing was thought of making 
disbursements in currency from cash receipts, and depositing part 
of the excess of receipts over disbursements in the bank, and leavmg 
the balance in the cash drawer for use next day. Consequently 
to balance the cash, the amount in the drawer and the amount on 
deposit as shown by the stub of the check book had to be added. 
If the sum of these two items did not equal the balance of the 
cash book, as it should, it was sometimes difficult to locate the 
trouble, as there was positively no matching of receipts with 
deposits. In time it became apparent that the balancing of cash, 
the reconciling of the bank account, and the tracing of receipts 
into the bank would all be facilitated if currency disbursements 
were kept separate from the checks, and if the exact amount of the 
cash receipts for the day were deposited daily. This led to keeping 
separate cash books and also separate accounts in the ledger, one 
with "Ca^" and the other with "Bank." When cash was needed 
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a check was drawn, charged to Cash and credited to Bank. The 
money thus obtained was entered as a receipt on the currency cash 
book and as a disbursement on the other. Currency disbursements 
were, of course, recorded in the currency cash book, the balance of 
which was supposed at all times to equal the amount of cash in the 
drawer. The balance in the main cash book, on the other hand, 
was supposed to represent the amount on deposit in the bank. 

By reconciling a bank balance is meant accounting for the dif- 
ference between what the office records show as the balance in the 
hank at the close of business on any one day, and the amount 
actually on deposit at the same time as reported by the bank. 'Hie 
diflerencc may consist entirely of checks that have been entered on 
the cash book but which have not yet been presented to the bank 
for payment. These are known as "outstanding" checks. Or the 
cash receipts for the day may not have been deposited in the bank 
until the next day, which may account for part of the difference. 

10. Advantage (rf Office Revolving Ftsid 

A later development was to eliminate the necessity of the cur- 
rency cash book by establishing a fixed office fund of sufficient 
amount to take care of currency disbursements for a certain period. 
Under this plan, the cash drawer is replenished by a check upon the 
bank for the exact amount expended during a given period, the 
cashier being obliged to present to the treasurer the "vouchers," 
. or slips he received as receipts for his disbursements, before he can 
be reimbursed. 

Cash on hand can be verified under this method at any time 
by a count of cash and vouchers in the cash drawer, the sum of 
which should always equal the amount of the office fund. This 
fund is sometimes spoken of as the "Office Revolving Fund," and 
the plan under which it operates as the "imprest" system. 

The Imprest System of handling petty cash disbursements is 
the one commonly used at the present time in up-to-date 
offices. This will be explained in greater detail later. 

11. ReciHfling DubwMmenti — C<duniiwu- Cask Books 

Figure 3 is an illustration of a modern columnar cash disburse- 
ment sheet, or more correctly speaking, "check record," as it 
records only disbursements by check. It operates in a similar 
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manner as the cash receipts record (Figure 2) already explained 
in detail and therefore requires little further explanation, bearing 
in mind that a. cash disbursement works in an opposite way from 
a cash receipt. 

The "discount" entered on the Check Record is the amount 
allotivd to the business for the prompt settlement of its bills, 
whereas the "discount" on the Cash Receipts sheet represents the 
discount allowed by the business to its customers. The former is 
an earning, the latter an expense. 

Accounts Payable is only another name for creditors' accounts. 
In column 9 should be entered the full amount of the indebtedness 
paid olf, which would be the amount of the creditor's bill before a 
deduction for the discount was made in case a. bill should be paid, 
less discount. 

The Miscellaneous columns in the Check Record, like the 
Miscellaneous columns in the Record of Cash Received, are for 
amounts that cannot properly be entered in any of the columns 
with definite captions. 

"Die total of the three money columns to the left of the center 
column (8) should equal the total of the two money columns to 
the right. The postings to the general ledger should be as follows: 

Debit Accounts Payable — by individual postings from col- 
umn 9, 

Debit miscellaneous accounts — by individual postings from 
column 13. 

Credit Cash — ^with monthly total of "Amount of Check" 

column (5). 
Credit Discount Earned — with monthly total of "Discount 

Earned" column (4). 
Credit miscellaneous accounts — by individual postings from 
column 2. 

The sum of the debits will, of course, equal the sum of the 
credits, if the sum of the three columns to the left equals the sum 
of the two columns to the right. 

It occasionally happens that the total of the Check Record for 
Ac month exceeds the total of the Record of Cash Received, in 
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which event the excess must be entered on the first line of the 
Check Record for the succeeding mtHith, not as a "balance" but as 
an "overdraft." This does not necessarily mean, however, that die 
bank account has been overdrawn, because there may be outstanding 
checks exceeding in the a^regate the amount of the overdraft. 
But it does mean that additional deposits should be made at once 
to prevent, possibly, some of the checks presented for payment at 
the bank being dishonored. 

In posting the Check Record the amount of the overdraft at 
the beginning of the month must be deducted from the total of the 
"Amount of Check" column (5) to arrive at the actual amount of 
disbursements, and the corresponding amount entered in the Mis- 
cellaneous column (13) to balance ^ould be ignored. 
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LESSON 4— FIGURES 1 A, 1 B 

Figures 1 A and 1 B illustrate the recording of cash receipts 
in the simple cash book (Form 1-0), There are no printed cap- 
tions for the columns of Form 1-0. The student is expected to 
supply them in ink. 

HGURE 1 A 

This Hgurt illustrates how Form 1-0 can be employed to 
advantage while the books are being kept according to the Single 
Entry method, by using die first m(Hiey column for the amounts to 
be credited to personal accounts and the second money column for 
all other amounts. If this is done, all amounts to be posted to the 
ledger will be recorded in one column, separated from the amounts 
that are not to be posted. It is then comparatively easy to prove 
the postings of cash receipts to the ledger, because the sum of the 
items posted to the credit of ledger accounts for the month on 
account of cash should equal the total of the "personal accounts" 
ccJumn, which in Figure 1 A amounts to $2468.93. 

Notice how at the end of the month the total of the personal 
accounts column, $2468.93, is extended into the next column to 
be included in the total of all cash received for the month. 

The monthly total of cash received or disbursed may or may 
not be posted to the general ledger when single entry books are 
kept, depending upon the personal desires of the proprietor of the 
business. 

Figure 1 A shows the balance of cash at the beginning of the 
month, $1542.60, deducted from the total of $4434,20, to arrive at 
the actual cash receipts for the month, $2891.60. The number 2 
and the tick mark below $2891,60 would indicate that $2891,60 
had been posted to the debit of Cash account on page 2 of the' 
ledger. 

HGURE 1 B 

This figure illustrates how Form 1-0 can be employed to 
advantage while the books are being kept according to the Double 
Entry method, by using the first money column for certain detail, 
to be extended in total to the second column. For example, refer- 
ring to Figure 1 B, you will observe that the three cash sales on 
December 8 are totaled and extended as $81.48. Inasmuch as they 
are all recorded on the same day, the total of $81.48 can be posted 
as one item, as well as not, to the credit of Merchandise account, 
thus making it unnecessary to post $41,00, $26.21 and $14.27 
separately. 



2 LESSON 4— FIGURES lA-iB 

You will further observe that a ledger foUo number appears 
opposite all cash receipts in Figure 1 B, whereas in Figure 1 A 
they appear opposite only those receipts that arc to be credited to 
personal accounts. The reason is obvious. In Double Entry every 
cash receipt is posted to a ledger account; in Single Entry only 
those to be credited to personal accounts arc posted. 

Referring to either Figure 1 A or 1 B, notice that on Decem- 
ber 1 S. A. Mason pays his bill for $633.70 by remitting $621.03, 
the difference, $12.67, being cash discount allowed him for prompt 
payment. Mr. Mason is entitled to receive credit for $633.70 
because of the cash discount allowed him, although he remitted 
only $621.03. Since the exact amount of cash received ^ould be 
recorded in a cash book, and since Form 1-0 is a simple form and 
therefore has no column for discount, it is necessary for the book- 
keeper to make a journal entry charging Discount Allowed and 
crediting Mr. Mason with the additional amount of $12.67, to 
which he is entitled. For this entry see Figure 2, I^esson 5. 

In posting to the ledger from Figure 1 B the bookkeeper 
would post the entries daily to the credit of the accounts to which 
they belong and at the end of the month would post the total 
receipts to the debit of Cash. For example, (if the work were 
kept up to date) $344.66 would be posted on December 1 to the 
credit of F. A. Faragust's account and $621.03 to the credit of 
S. A. Mason's account, on December 2, $30.60 would be posted to 
the credit of Merchandise account and $25.00 to the credit of 
Furniture and Fixtures account and so on throughout the mondi. 
Then at the end of the month $2891.60, which would represent die 
sum of amounts credited to various accounts during the mondi, 
would be debited to Cash account, which would make the debit 
and credit postings equal. 



:.L|,-.,zedi!,GoOQlc 



LESSON 4— HGURE 1 C 

This figure illustrates the recording of cash disbursements in 
Form I-O, assuming the books arc kept according to the Single 
Entry method. If the Double Entry method were employed, the 
"personal accounts" column could be used for the detail of mer- 
chandise purchases in a similar manner as for cash sales on the 
receipt side. 

Notice that $425,44 is entered at the bottom of Figure 1 C 
as the "balance" of cash at the end of the month to be brought 
forward on the first line of the receipts side of the cash book for 
the succeeding month— January. The insertion of this balancing 
figure makes the total of $4434.20 shown on Figure IC equal 
the total shown on Figure 1 A. 

In Figures 1 A-B-C the entries for the month were made to 
end at the bott<»]i of the page. If this were not tlie case and foot- 
ings had to be carried forward, $4434.20 would have been carried 
forward to the receipts side of the next page and $4008.76 to riie 
disbursements side. In other words the "balance" should not be 
carried forward until the end of the month. 

In posting to the ledger from Figure 1 C the amounts appear- 
ing in the first money column would be debited to the personal 
accounts indicated. The total disbursements, $4008.76, might or 
might not be posted to the ledger, depending upon whether the 
proprietor desired a Cash account in the ledger. Assuming that the 
books were kept by Double Entry, there would be no option ; the 
total of $4008.76 would be credited at the end of the month to 
Cash account. 
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LESSON 4— HGURES 2 AND 3 
nGURE2 

This figure illustrates the recording of cash receipts in the 
columnar cash book (Form l-I, Record of Cash Received) 
according to the Double Entry method. 

One of the advantages of the columnar cash book is here 
exemplified by the entry of the cash received from S. A. Mason on 
Dec. 1. The amount of $12.67, deducted by him as discount, is 
entered in column 4, the actual amount of cash received, $621.03, 
in column 5, and die sum of the two amounts, $633.70, in column 
8. The amount of $633.70, which is the full amount for which 
Mr, Mason should receive credit, is then posted, as one item, from 
column 8 to the credit of his account. 

Contrast this procedure with what is necessary when only a 
simple cash book is used. As already explained in connection with 
figures 1 A and 1 6, an extra entry is necessary (a journal entry) 
in order that Mr. Mason may be properly credited with $12.67'for 
discount, in addition to the credit of $621.03 for the cash receipt. 
This in turn means an extra posting, all of which work is saved by 
the use of the columnar cash book. 

In regard to posting to the ledger from Figure 2, the balance 
of cash at the beginning of the month, $1,542.60, has to be 
deducted from the total of column S in order to arrive at the cash 
receipts for the month, $2,891.60. A corresponding deduction 
should be made from the total of column 13, since that amount 
was distributed to column 13 at the beginning of the month. This 
done, the proof of crossfooting of totals at the end of the month 
may be made as follows: 

Charge Credit 

Miscellaneous accounts 20.00 Customers' accounts.... 2498,35 

Discount Allowed 19.22 Merchandise 294.85 

Cash 2891.60 Miscellaneous accounts 137.62 

2930.82 2930.82 



Frcan this it is plain to see that the sum of the amounts to be 
debited to certain ledger accounts equals the sum of the amounts 
to be credited to other ledger accounts — which is a rule that must 
be strictly observed in Double Entry bookkeeping, otherwise the 
ledger could not be kept in balance. 

On Dec. 4 Fred Bengal remitted $300.95 in settlement of his 
bill of $327.50, less discount of $6.55, less $20.00 that was owing 
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to him by the business on another transaction. The $20,00 deduc- 
tion is entered in the Miscellaneous column to be chai^d to the 
account of Fred Bengal carried as an account payable. In this 
instance the business had two accounts with Fred Bengal, one 
representing his indebtedness to the business and the other repre- 
senting the amount owed to him by the business. 

The total of Column 4, $19.22, is posted as one item to the 
debit of Discount Allowed account and the amount of $2,891.60 
as one item to the debit of Cash account. 

In regard to the posting of the credits — the amounts appearing 
in column 8 are posted individually day by day, that is to say, 
$344.66, the first item, Is posted to the credit of F. A, Faragust's 
account, $633.70 is posted to the credit of S. A. Mason's account, 
$327.50 is posted to the credit of Fred Bengal's account, and so 
on until altogether $2498.35 has been posted to the various per- 
sonal accounts indicated. 

After you have studied about controlling accounts in lesson 
7 you will leam how the bookkeeper would post the total of col- 
umn 8 to the credit of a controlling account called Customers' 
accounts, in addition to posting the items individually to personal 
accounts as mentioned above. 

The total of column 10, $294.85, is posted as one item to the 
credit of Merchandise account or analyzed and posted from a sum- 
marized analysis, if there were several merchandise accounts. 

The amounts appearing in column 13 are posted individually 
day by day to the ledger accounts indicated in column 11. For 
example, $25.00 is posted to the credit of Furniture and Fixtures 
account, $3.25 is posted to the credit of Light account, $43.62 is 
posted to the credit of Insurance account, and so on until alto- 
gether $137.62 has been posted. 

A Miscellaneous column is totaled only to effect a proof of 
cross footings of columns at the end of the month. In other words, 
the total of a Miscellaneous column, such as columns 2 and 13, is 
never posted to any ledger account; only the individual items com- 
prising the total are posted and they are posted daily or summarized 
at the end of the month and posted from the summary. 

TTiere are two items in column 13 to be posted to the credit 
of Light account and two to be posted to the credit of Claims 
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account. If h were desired to make one posting each to Light and 
Claims account instead of two, the total of the Miscdlaneous 
column could be summarized and posting made from the summaty, 
in which event the summary should be shown below the total 
amount, or on the next page, if there is not room beneadi the total, 
as follows: 

Total Miscellaneous column $137.62 

Composed as follows: Fol. 

Furniture and Fixtures 8 25.00 

Light 22 6.25 

Insurance 24 43.62 

Claims 26 62.75 

$137.62 

This method is oftentimes convenient when there arc many 
items in a Miscellaneous column to be posted to the same account, 
but this idea should not be carried into the Customers' account col- 
umn to save posting work there. In other words, if there are 
several cash remittances from one customer during a month, each 
should be posted separately and not lumped, because it is important 
to have on the customer's account a record of each transaction. 

The V marks in columns 3 and 9 and 14 indicate that the 
posting of each item in columns 2, 8 and 13 respectively have 
been made. 

The Miscellaneous column at the left in Figure 2 can be used 
for deductions from remittances, other than discount deductions, 
although in our opinion only deductions for contra accounts should 
be entered here. If this column is used for deductions on account 
of claims also, it makes it difficult to audit the approval of the 
claim. 

No ledger folio column is provided on Form I-l for cus- 
tomers' accounts for the reason that you will soon cease to carry 
them as general ledger accounts but will carry them in a separate 
"Customers' Accounts" section of the ledger binder arranged alpha- 
betically, as will be ^cplained when you study controlling accounts. 
Lesson 7. 

FIGURES ,ooo|o 

This figure illustrates the recording of check disbursements at 
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a columnar cash boolc (Form 2-1) according to the Double Entry 
system. 

TTic proof of crossfooting of monthly totals is as follows; 
Chargb Credit 

Accounts Payable $2353.74 Miscellaneous ac- 

Miscellaneous ac- counts $40.00 

counts 1706.66 discount Earned 13.72 

Cash 4006.68 



$4060.40 $4060.40 

The explanation of the postings to the ledger from Figure 3 
would be similar to that for figure 2, except that Cash account is 
credited instead of debited, and certain other accounts are debited 
instead of credited. 

The Miscellaneous column at the left in Figure 3 can be used 
for deductions from payments other than discount deductions, 
although in our opinion only deductions for contra accounts should 
be entered here. If this column is used for deductions on account 
of claims also, it makes it difficult to audit the approval of the 
claim. 

Check No. 37 on December 6 reimburses Petty Cash'in the 
round amount of $200.00. Presumably, the petty c^ fund is not 
kept under the Imprest System, and therefore the check is charged 
to Petty Cash account. 

Check 58 on December 31 reimburses Petty Cash in the 
amount of $45.66. Presumably, the business started a Revolving 
Fund some time between December 6 and December 31, by depos- 
iting all receipts, except a fixed amount withheld as a petty cash 
fund. That, then, would explain why the second check is charged 
to Office Supplies and to Miscellaneous Expense rather than to 
Petty Cash account. 

In figure 3 there are ten charges to Merchandise account in ' 
the Miscellaneous column. 

Account Folio Amount 

Merchandise 3 $1009.48 

Light 22 18.40 

Petty Cash 1 200.00 

Telegraph and Telephone. 18 33.12 

Rent 20 400.00 

Office Supplies 23 33.65 

Miscellaneous Expense 24 12.01 

'Ic 

$1706.66 



.iH^l CASH_ 
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QUESTIONS 
Leuon 4 

1. Explain two advantages gained by introducing distribu- 
tion columns into cash books. 

2. Name two methods employed by bookkeeper? to indicate 
that items in the cash book have been posted to flie ledger. 

3. What advantages has a loose leaf cash record over a 
bound book? What disadvantages? 

4. How does a bookkeeper know that the sum of ^e debits 
posted from a columnar cash book to the ledger equals the sum of 
the credits? 

5. If you gave a check for $588 in full senlement of a bill 
rendered against you for $600, the terms of sale being 2% ten 
days, how would you record the transaction in the simple cash 
book? In the columnar cash book? 

6. How would your indebtedness be cleared from the ledger 
in the first case? In the second case? 

7. By what would an accountant be principally governed in 
devising a columnar cash book? 

8. Why would it be difficult to determine from the cash 
book the monthly totals of cash receipts and disbursements if the 
"balance" were carried forward to each new page used? 

9. What is an "overdraft" as applied to a cash book? 

10. Do you think currency disbursements should be sepa- 
rately recorded from check disbursements? If so, why? 

11. What is an Office Revolving Fund and how is it ordi- 
narily handled ? 
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How to Study Lesion Five 
Step 1. Appiiy Role VIL Renew Lomod Foot. 
Stay 2. Apply Role IL Make « Pralimnwry Survey of 



Steps. Apply Rnlel. Adt Yoondf Some QtiMtiom 
About This LeM<»i. 

Step 4. Apply Rule IlL Make an Oudinei Notice 

that this lesson covers two main topics, Journals and Ledgers. 
These are your two main headings. We will give you here a skele- 
ton outline and ask you to supply the sub-headings. 

A. Tlie Use of Journals. 



II 

B. Kinds of Journal Entries. 
I. Simple Entries 

II. Compound Entries 

III. "Correctional" entries 

IV. "Transfer" entries 

C. The Simple Journal (Form 5-1) 

(Enter as sub-heads what goes in each column) 

D. Ccdumnar Journals 

I. Purchase and Sales Journals 

1. Columns and entries in the Purchase Journal 

2. Columns and entries in the Sales Journal 

3. Posting from Purchase and Sales Journals 

(1) First Method 

(2) Second Method 

(3) Third Method 

4. Returned Purchase and Sales Journals 
II. Expense Journal 

III. General Journal 

E. The Ledger r~- i 
I. FomT o„-,„t,ooglc 



2 HOfT TO STUDY LESSON FIVE 

1. The Divided Form (4-0) 

2. The Balance Form (4-1) 

3. The Analytical Form (4-2) 
II. Subdivisions of the Ledger 

1. Customers' Ledger 

2. Accounts Payable Ledger 

3. Expense Ledger 

4. Etc. 

HI. Special Ledgers 

1. Boston Ledger 

2. Card Ledger 

F. Subdivisions and Columnar Development of Records 
Due to Growth of Business Applies Equally to 
I. Ca^ Books 
II. Journals 
III. Ledgers 

Step 5. Apply Ride XIL Fonn a Definite Idea at 
Whmi. Shoidd be Recwded in Eadi Book and in Eadi Col- 
umn. Apply This to Cash Books, Joumalt and Ledgers. 

Step 6. Apply Rules V. and VL Check Yourself on 
This Lesson and Grade Yoursdf. 

Step 7. Rule XIV. Do Not Seek Help on Yov Ques- 
tKMW or Practice Transactiwis Untfl Yon Have To. 

In Volume I of How To Study At Home we have discussed the 
question of how long one should worry with a problem before 
seeking help or giving it up. Too many students are in the habit 
of applying for help before they really need to. In answering the 
test questions or in working the practice transactions you should 
cultivate the habit of reaching your own conclusions and getting 
your own answers before you seek help from some one else. 

Self-reliance is a good thing, especially if you expect to succeed 
as an accountant. While we are willing and glad to help you 
when you really need it, we feel tjiat it is best for you to stay by 
your problems until you are certain that you cannot solve them 
without aid. 



LESSON S 
JOURNALS AND LEDGERS 

1. Joimak Used to Record Other Tlwn Cuh TransactioiM 

The Journal is used primarily for the purpose of recording 
transactions other than cash receipts and disbursements, chief of 
which are purchases and sales on trust, or credit. It is also used 
as a medium for correcting errors of commission or omission in 
bookkeeping and for transferring items from one account to 
another, as in the closing of expense and earning accounts into 
Profit and Loss account at the end of an accounting period. 

2. Recording EnbiM in Simple Journal 

The journal, like its next of kin, the cash book, began in a 
simple way. At first it was a mere memorandum book, which was 
all that was required in Single Entry. 

Figure 1 B illustrates a simple journal form used in DoutJe 
Entry bookkeeping. 

In the first column should be recorded the date of entry. 

The broad column is for the purpose of recording the name 
or names of the accounts to be debited, the name or names of the 
accounts to be credited, and an explanation of the transaction. The 
same remarks apply here as in connection with the cash book. Brief 
but full particulars should be given so that anyone, and not the 
bookkeeper alone, may understand the entry. Journals, like other 
books of original entry, are sometimes required in court as evidence. 
Whether they are or not makes no difference; detail should be 
given. By this is meant necessary detail, not a great many words 
that mean nothing. A good bookkeeper is distinguished from a 
poor one by ability to analyze and to discriminate between essential 
and non-essential facts. Many an accountant has been unable to 
make a satisfactory audit on account of lack of detail in die journal 
or on journal "vouchers" (papers in support of the journal entry, 
filed in binders or in a filing cabinet). 

In making a journal entry, the name of the aca>unt to be deb- 
ited is written on one line and the amount to be deliited Is entered 
in the left hand or debit money column. The name of the account 
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to be credited is written on the next line, slightly Indented to set 
it off, and the amount to be credited is entered in the right hand 
or credit money column. Then follows an explanation of the 
transacticm before the next journal entry is made. A line should 
be left between each two journal entries, so that they may stand 
forth clearly. A great many bookkeepers use this line for the 
insertion of the date of the entry, others enter the date in the date 
column (q>posite the first entry for the day. 

The folio column is for the purpose of entering the number of 
the page in the ledger to which the item is posted. 

3. KlI^>le and Compound Journal EntriM 

A journal entry may be simple or compound. If only one 
account is debited and another correspondingly credited, that is 
called a simple journal entry. All other journal entries, involving 
the debiting or crediting of more than one account, are known as 
compound entries. 

An example of a simple journal entry would be as follows: 

Merchandise 500.00 

Fulton Manufacturing Co 500.00 

Their bill dated October 5, 1921. 

Examples of compound journal entries would be as follows: 
1 

Fred Alexander— Bill No. 1 70.00 

Arthur Wilson— Bill No. 2 42.33 

Thomas McCarthy— Bill No. 3 106.90 

Merchandise 219.23 

For sales to above 

2 

Furniture and Fixtures 200.00 

Merchandise 2.900.00 

Delivery Equipment 1,225.00 

Automobile 1,200.00 

Customer A 60.00 

Customer B 340.00 GooqIc 

Custwner C 1,260.00 ' '=' 
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Creditor M 50.00 

Creditor N 2.10 

Crwiitor 85.43 

F. R. Wilson's capital account... 7,047;47 

7,185.00 7,185.00 

To change the books of F. R. 
Wilson from Single to Double 
entry at June 30, 1921. 

The amount of Furniture and 
Fixtures and Merchandise is per 
inventory. Delivery Equipment 
consist of 1 horse valued at $125, 
one wagon at $100, and one 
truck at $1000. Other assets 
and liabilities are as shown 
above. Mr. Wilson's capital ac- 
count is credited with the value 
of the Net Worth of the busi- 
ness, as disclosed by the excess 
of assets over liabilities. 

4. CoirectioDal and Transfer Joumal Entries 

In addition to the journal entries necessary to record ordinary 
business transactions there are two different kinds which may be 
called "correctional" and "transfer." The former is used to correct 
errors in the accounts and the latter to transfer balances. If a 
bookkeeper made an error in posting a debit to the account of Fur- 
niture and Fixtures that should have been posted to the d^it of 
Delivery Equipment account, he should make a correctional journal 
entry, such as the following: 

Delivery Equipment. 2000.00 

Furniture and Fixtures 2000.00 

To correct error in posting pur- 
chase of auto trucks to latter ac- 
count. See Cadi Bode folio 5, Jan. ^ i CtOI^qIc 
2, 1921. "^ 
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The best example of a transfer entry is the entry made at the 
close of an accounting period when the balances spearing in all 
nominal accounts are "closed out to Profit and Loss," such as die 
following: ! 

June 30, 1921 

Profit and Loss. 20,000 

Salaries 15,000 

Telephone 200 

Rent 3,000 

Interest Paid 40 

Other Expenses 1,760 

To close the latter accounts into 
Profit and Loss a 



Sales 25,000 

Interest Earned 800 

Profit and Loss ,. 25,800 

To close the former accounts into 

Profit and Loss account. 

You will find that expense accounts are credited and earning 
accounts are debited with the exact balances of the accounts before 
the transfer entry is made, thus reducing all the balances to zero, 
or in other words "closing them out." 

Correctional and transfer journal entries may be either simple 
or compound. Occasionally it is necessary to transfer ^iccific 
amounts from one account to another, but as a rule these may be 
classed as entries recording ordinary business transactions and 
should not be called transfer entries, although, strictly speaking, 
th^ transfer, as for example, if customer A instructs that his 
account be debited with $50 to be credited to customer B. 

The sum of the debits of each journal entry must equal the 
sum of the credits, although it is not necessary to show the totals 
on the journals. Careful bookkeepers, however, show lead pencil 
totals for entries involving several accounts to be sure that they are 
right. 

5. Purduae and Sales Journals 

The journal, as well as the cash book, has been improved to 
meet modern business conditions both by subdivisions into special 
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journals for the recording of transactions of a 'similar nature and 
by the introduction of columns. In a large oi^anization where 
there is a great volume of both purchases and sales, it is imperative 
to have a journal for recording purchases exclusively, and another 
for sales exclusively. If both were recorded mixed in the General 
Journal it would be confusing and difficult to obtain the statistics 
that a business might desire as to the classification of its purchases 
and sales. 

The former record may be called a Purchase Register and the 
latter a Sales Register, but they are both, nevertheless, journals. 
For illustrations of Purchase and Sales Journals see figures No. 
1, Lesson 9, and No. 3, Lesson 5. 

The ordinary Purchase Journal has, as a rule, several money 
columns, so that each purchase may be analyzed by "distributing" 
the amount to the classification column to which it belongs. For 
example, the Purchase Journal of a feed store might have distri- 
bution, or analysis, columns as follows, "Oats," "Corn," "Wheat," 
"Hay." The amounts of all purchases would be entered in chrono- 
logical order in one column, but each would be entered again in 
one of the distribution columns according to the nature of the 
purchase, oats in the oats column, corn in the corn column, wheat 
in the wheat column, and hay in the hay column. The total of the 
distribution columns at the end of the month should equal the total 
of the other money columns, the one that records the amounte of all 
purchases and the one that records items to be credited to accounts 
other than Accounts Payable or Vouchers Payable. This is called 
proof by cross-footing. In this way, the total purchases for the 
month are analyzed by commodities. . 

Likewise with the Sales Journal, the distribution columns 
provide a means of analyzing the sales into various classifications as 
desired. For example, the Sales Journal of a coal business might 
have distribution columns as follows: "Buckwheat," "Pea," 
"Stove," Chestnut," and "Egg" according to the various kinds of 
coal sold. The total of the distribution columns at the end of 
the month should equal the total of the other money columns, the 
one that records the amounts of all sales and the one that records 
items to be charged to accounts other than Customers' accounts. 
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In this way the total sales for the month are analyzed by com- 
modities in a similar manner as purchases are analyzed. 

Both Purchase and Sales Journals are usually ruled with a 
"Miscellaneous" column following the regular distribution col- 
umns, for the distribution of transactions that occur infrequently 
and for which consequently no special column is provided. 

6. PoatiDg From Parchaae and Salea Joivnab 

There arc three usual methods of posting to the ledger from 
Purchase and Sales Journals. One is to post the totals of all 
money columns (except the Miscellaneous column) direct from the 
Purchase and Sales Journals, indicating beneath the total of each 
column the ledger folio or account (if account numbers are used) 
to which it is posted. The proof by cross-footing, however, should 
be made before the posting is done. Another is to make a sum- 
mary journal entry of the total columns beneath the totals of the 
month and post from this summary. The advanti^ of this 
method is that it shows in journal entry form that the columns 
crossfoot. The third is to make a similar summary journal entry 
in the General Journal instead of in the Purchase or Sales Journal 
and post from that. In each instance the items appearing in the 
"Miscellaneous" column are posted individually during the month, 
and the total of this column is therefore ignored in the posting 
work at the end of the month. The individual items appearing in 
the "total purchases" column of the Purchase Journal would be 
credited to creditors' accounts, and the individual items appearing 
in the "total sales" column of the Sales Journal would be debited 
to customers' accounts. 

If controlling accounts were in use (see lesson 7) the total 
purchases for the month would be credited to Accounts Payable 
Controlling Account, and the total sales for the month would be 
charged to Customers' Accounts Controlling Account. 

7, Analjrut of Purchases and Salos May be Reflected in 

Ledger AcccMmts or I^«pared Statistically 

The object of providing distribution columns in the Purchase 
and Sales Journals is, as has already been indicated, to analyze the 
purchases and sales into the principal commodities bought and sold. 
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The distribution of sales would ordinarily be the same as the 
distribution of purchases, where purchases are analyzed. But it 
does not follow that sales will not be analyzed if purchases are 
not Many concerns do not take the trouble to scgr^ate purchases, 
but merely charge them all to Merchandise account, whereas most 
houses are vitally interested in an analysis of their sales, because 
statistics as to sales furnish important information as to the trend 
of business. 

Practice varies in regard to the keeping of separate merchan- 
dise accounts in the ledger to correspond with the conunodides 
called for by the distribution columns of the Purchase and Sales 
Journals. When only one merchandise account is kept the distribu- 
tion columns of the Purchase and Sales Journal would not be 
necessary for posting purposes because in that event only the totals 
of all purchases and of all sales would be posted, not the total of 
each distribution column. The distribution columns would be use- 
ful, however, as a means of furnishing statistically the amounts of 
each classification of purchases or sales. 

8. Retartwd Pirdiaset and Sales Jownala 

In a business where the volume of returns of either merchan- 
dise bought or merchandise sold is considerable, there may be 
special "Returned Purchases" and "Returned Sales" Journals, 
ruled like the Purchase and Sales Journals, or possibly these 
transactions may be recorded in the back of the r^iular Purchase 
and Sales Journals. 

9. Expecue Journal 

Another form of journal is the Expense Journal for die 
recording and classification of expense items, which we will 
describe in detail later in connection with the "Voucher System" 
(Lesson 9). 

10. General Journal 

The General Journal is for the purpose of recording transac- 
tions requiring journalization for which provision has not been 
made in special journals. Because of the special journals, so gen- 
erally in use now, very few entries, comparatively speaking, are 
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any longer necessary in the General Journal. Therefore General 
Journals of the simple form, having one column for debits and one 
for credits, may still be found even in large organizations, the 
entries therrin being chiefly adjustments of one kind or another, 
and transfers from one account to another. In smaller oi^niza- 
tions a columnar General Journal could possibly be made to include 
some of the features of the other journals, and thus obviate their 
necessity, for example, by having a special debit column for mer- 
chandise purchases and a special credit column for merchandise 
sales. Still another use of a columnar General Journal will be 
explained later in connection with "Controlling" accounts (see 
Figure 1, Lesson 7). 

The General Journal, the Purchase Journal, the Sales Journal 
and possibly the Expense Journal and the Returned Purchase and 
Returned Sales Journals are all that will ordinarily be found in an 
office, outside of the Stock Transfer Journal which is peculiar to 
corporations. 

11. Ledsrv — Divided and BaUnee Forms 

The usual form of ledger page is divided vertically into two 
equal parts. On the left hand side provision is made for the post- 
ing of debit items by having a column for the date, a column for 
brief particulars, a column for the page of the book of original 
entry from which the entry came, and finally a money column for 
the amount. The rig^t hand side is identically arranged for 
credits. For illustrations sec Figures 4 A-B-C-D-E-F. 

It has been the custom so long to post debits to the left side 
of a ledger account and credits to the right that it has become 
second nature to do so. No one knows, nor cares particularly, who 
started the custom. 

If the bookkeeper uses this design of ledger sheet, he is obliged 
to interline the footings of the debits and credits at the end of the 
month and indicate the balance of the account wherever he can find 
space in the column for particulars (debit balance on the left side 
and credit balance on the right) before he can proceed vfiih a trial 
balance. To obviate this feature some accountants install a ledger 
form designed somewhat after the journal form with a column for 
particulars, and a column for reference to the book of original 
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entry, followed by three money columns, one for debits, another fw 
credits and the third for balance. To the left of the balance 
column there is space to write D or C depending upon whether 
die balance is a debit or a credit balance. This form has the 
advantage of assuring a definite place to find the balance and fur- 
thermore the balance may be extended after each entry, so that it 
may be reported quickly if needed in a hurry, as is often the case 
with customers' accounts. For this form of ledger sheet see 
Figure 5. 

The first form, however, is in general use and seems to work 
satisfactorily enough for impersonal accounts, where balances arc 
seldom required oftener than once a month. For personal accounts, 
especially customers' accounts, where the account has to be coa- 
stantly watched for any tendency to increase unduly, and has 
often to be referred to before an additional purchase on credit will 
be allowed the second form is preferred by many. 

12. Subdhiaioiu irf the Ledger 

The ledger, like the cash book and journal, has had to succumb 
to subdivision and columnar development to satisfy the demands 
of big business. In small concerns where the number of transac- 
tions are comparatively few, even though they include every known 
kind, it is not so necessary to subdivide and put columns into books 
of original entry as where the volume of transactions is large. 

As an example of the subdivision of ledgers, it may be men- 
tioned that accounts with customers and creditors have, almost 
without exception even in smaller concerns, been taken out of the 
General Ledger and put into special ledgers, such as Customers' 
Ledger, (to contain exclusively the accounts with customers) and 
Accounts Payable Ledger (to contain solely the accounts with 
creditors). In many cases both of these are further divided into 
two or more parts according to customers' or creditors' names, as 
for example, one for A to K accounts and the other for L to Z 
accounts, or one for A to H, another for I to R and a third for 
S to Z. If something like this were not done by a lat^ corpora- 
tion, for instance by a Gas and Electric Light company in a big 
city that has thousands of customers, imagine the size of its general 
ledger, containing as it would thousands of personal i 
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well as the many impersonal accounts required. Furthermore, put 
yourself in the place of a bookkeeper who tried to keep such a 
record all himself ; and what would your state of mind be if the 
trial balance did not balance? 

While some business houses have not yet taken the expense 
accounts from the General Ledger, others have. 

The advantages of subdividing the ledger will be taken up in 
the lesson on "Controlling Accounts." 

13. Ledger — Columnar Fonn 

The introduction of distribution columns into the ledger page 
has been applied only to certain accounts where a. running analysis 
of the balance thereof is desired in the account itself. 

Referring to the feedman mentioned in connection with the 
Purchase Journal, it was stated that he could, by the use of a col- 
umnar journal, readily analyze his purchases. Thus it would be 
practicable for him to open separate merchandise accounts on sep- 
arate pages of the ledger if he desired, one for oats, another for 
corn and so on. 

Separate pages would not be necessary, however, if the pro- 
prietor substituted for the customary ledger sheet a columnar form, 
as illustrated by Figure 6, and posted the total purchases to adumn 

1 1 and the totals of the distribution columns to corresponding dis- 
tribution columns to the left, one for oats, another for com, and 
so on. 

If a loose leaf ledger is used, it is practicable to have in the 
same binder both the usual ledger sheet for some accounts and the 
analysis form for others at will, provided all sheets are of the same 
size. If the analysis ledger sheet is used, entries contra to the 
usual must be distributed in red ink, red ink being one of the 
bookkeeper's devices to express deduction. For example, in con- 
nection with purchases any adjustment of debits would he dis- 
tributed in red, whereas in connection with sales any adjustment 
of credits would be distributed in red. 

14. The Bost<m Ledger 

There is a special form of ledger known as the Boston Ledgef, 
not commonly found in ordinary trading houses, but quite extcn- 



JOURNALS AND LEDGERS (5) 11 

sively used in banks, because it enables them conveniently to record 
the balances of depositors and other accounts daily. The Boston 
Ledger is quite different in form from any other ledger, being a 
wide ^eet with many parallel columns and a line devoted to each 
account. If used for depositors' accounts, the first column would 
record their balances at die banning of the day, the second the 
charges for the day and the third the credits, and the fourth their 
balances at the end of the day. The total of the fourth column 
would represent the total liability of the bank at the end of the 
day to depositors. At die same time the fourth column would 
serve as the first column for the next day. This plan is prac- 
dcable in banks where both debits and credits to accounts represent 
mainly cash transactions and where it is desired to prepare state- 
ments of assets and liabilities daily for the officers. 

The Boston Ledger requires a great deal of work in abstract- 
ing balances daily, but on the other hand the balances can be proved 
page by page. 

Assuming its use for depositors accounts the total of column 
1 minus the total of column 2, plus the total of ctJumn 3 diould 
equal the total of column 4 and furthermore, if a difference is to be 
found, it may possibly be discovered socm through the fact that the 
total of ccJumn 2 should equal the total of all depositors' debit 
items for the day and likewise the total of column 3 should equal 
the total of all depositor's credit items for the day. 

Boston Ledgers arc maintained in skeleton form by some 
business houses merely to check against the balance at the end of 
the month of accounts kept in the usual way. 

For ordinary purposes, however, in a commercial house, they 
appear to be impracticable. For one reason they are not elastic 
enougj) to provide readily for the addition of new accounts and 
there is not much space for explanations of debits or credits or for 
the posting of more than a few debits or credits on any one day. 

15. Card Ledgers 

Ledgers are sometimes kept on cards, a separate card for each 
account. The advantage of being able to examine one account con- 
veniently without interfering with the work on other accounts, we 
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brieve, is more than oiiFset by the danger of misplacing or misfUing 
a card, and this entails constant extra care. 

16. Sulxlivuion and Columnar Dcvdt^mMBt of Roeords 
die R«Mdt of Growth of Bawnow 

From the foregoing outline of the development of cash books, 
journals and ledgers you will better understand how the 
science of accounting has successfully met its obligation to devise 
ways and means to keep the great volume of transactions which 
necessarily arise from the operation of a big organization currently 
analyzed; how this is done in really a very simple way, by either 
the subdivision of records or the introduction of columns into books 
of original entry, or both. 

Cash receipts are kept separate from disbursements, and dis- 
bursements are further divided as between currency and check by 
the subdivision of the cash book. Both cash receipts and disburse- 
ments in turn are analyzed more or less extensively into die nature 
of the receipt or the disbursement by the use of columns. 

The Journal, which originally included everything that was 
not recorded in the Cash book, has been split up into Purchase, 
Sales, Returned Purchases and Returned Sales Journals, and each 
of these has been provided with odumns so that purchases and sales 
may be analyzed according to the chief commodities purchased and 
sold. Even the General Journal, which is but a skeleton of its 
former self, may on occasions be found with columns. 

A General Ledger that has all the accounts of the business 
carefully tucked away between its two covers, as it once had, is now 
a rarity. Instead, we find it partly broken up into Purchase 
(or Accounts Payable) Ledgers, Sales {or Customers') Ledgers, 
Expense Ledgers, and the like. 

We repeat what we said in the first lesson: "Bookkeeping has 
ramified as a result of the growth of business into large organiza- 
tions, but it has nevertheless retained through it all its fundamental 
simplicity. 

. . . All subdivisions of ca^ books, journals or ledgers are mere 
toc^s used to obtain greater detail in the classification of transac- 
tions and thus simplify rather than complicate bookkeeping. Any- 
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one who has been confounded by the mere number of books seen in 
an office into believing that bookkeeping is unduly involved, will 
find that with the training to 'analyze' and to 'classify,' which is 
a feature of this course, the whole field of accounting will gradu- 
ally unfold." 

We cannot lay too much stress on the important part played 
in accounting by analysis and classification. Emphasis on this 
thought will run as an undercurrent through the whole course, as 
the same strain of music will constantly recur in an opera as its 
theme. 
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LESSON S— nCURE 1 

This figure illustrates a day book used in connection wittf 
Single Entry bookkeeping. 

You will notice that practically every entry involves the pur- 
chase or sale of merchandise. As all cash transactions are entered 
in the cash book, and as Single Entry is concerned only with per- 
sonal accounts, there are few transactions left to be recorded in 
the day book other than purchases and sales on credit. 

Amounts to be debited to accounts are recorded in one column 
and those to be credited to accounts in another. If these columns 
are totaled, a proof of postings to the ledger from the day book as 
well as from the cash book can be made. 

The withdrawal of merchandise by the pr(q>rietor, John 
Smith, on December 19, amounting to $18.25 would be charged 
to his capital account. 

In your practical work you are asked to use Form 5-1 as a 
day book, while you are keeping the books by Single Entry, You 
will therefore, change the name "Journal" to "Day Book." 

There are no printed captions for the columns of Form 5-1. 
The student is expected to supply them in ink. 

LESSON 5— nCURE 2 

This figure illustrates a simple journal used in connection with 
Double Entry bookkeeping. 

The first entry shows the journal entry that would be necessary 
to give Mr. Mason credit for the $12.67 discount deducted frwn 
his remittance of December 1, referred to in the comments on 
Figure 2, Lesson 4. 

The second entry shows the journal entry that would be 
necessary for a discount allowed to the business in paying a cred- 
itor, if a simple cash book and not the columnar form were used for 
recording cash disbursements. 

Notice that each debit and credit is posted separately, as is 
evidenced by the ledger folio number appearing opposite each. 
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This figure illustrates the use of a Sales Journal and is intro- 
duced at this time principally to show you graphically how sales 
can be analyzed hy means of distribution columns. 

It is not expected that you will understand, at this point in 
the course, all the uses to which a Sales Journal, as illustrated by 
this fig^ure, can be put or all the cwnments in connection therewith. 
The same remark may apply to other figures which you arc asked 
to study. If, after you have read further in the course, you turn 
back to any figure you do not fully understand the first time you 
see it, applying the How to Study rule of "Review" to figures as 
well as to lessons, you will find that any mystery about the figures 
will be cleared up. 

Note how the chai^ sales are entered in die order in which 
they are billed to customers. Then at the end of the month the 
total of the cash sales are entered in order to give a classified total 
of all sales for the month. The total of cash sales and the distri- 
bution thereof are obtained by entering and distributing die cash 
sales tickets daily in a separate part of the Sales Journal (in a 
similar manner as bills to customers are entered and distributed as 
shown by Figure 3) and footing the columns at the end of die 
month. 

Under this plan Cash Sales account in the ledger would be 
credited with cash received from cash sales and charged widi die 
same amount frcmi the Sales Journal (in die illustration with 
$311.65). Thus the Cash Sales account would be cleared and 
show no balance at the end of the month. 

The figure also shows how postings can be made from a sum- 
mary of totals at the end of the month. The advantage of diis 
method is that the eye can see at a glance that the debit postings 
equal the credit postings. 

The last two items of the summary, needlework $30.00 and 
Kimonas $12.25, constitute the analysis of the Miscellaneous col- 
umn. The $30.00, of course, does not show in the illustraticm, 
except as a carry forward figure. It is assumed to have been for a 
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Column 6 is for amounts chargeable to accounts other dian 
customers' accounts. The total of $1135.65 must be analyzed in a 
similar manner as the total of the Miscellaneous column (21), if 
the posting is done from a summary. 

The items in column 8 are posted individually to the debit of 
customers' accounts daily, and the total is posted at the end of the 
month to the debit of Customers' accounts, a controlling account, 
about which you will learn in Lesson 7. 



ci,l,zedl!v Google 



LESSON &— FIGURES 4 A-B-C 

Fiipires 4 A-B-C-D-E and F illustrate the use of the divided 
form of ledger {Form 4-0). 

HGURE4A 

This illustrates a customer's account chai^d with merchan- 
dise sales and credited with cash remittances and discount 
deductions as journalized. This, therefore, pre-supposes that the 
cash remittances are credited from a simple cash book. 

It is desirable to match credits with debits in a personal 
account as far as possible. The illustration shows a scheme for 
matching used by some bookkeepers. For example, the credits of 
$452.99 and $9.24 both marked (1) offset the one debit of 
$462.23, ^so marked (1), and likewise with items marked 2, 3 
and 5. 

The debit balance of $822.60, shown in the particulars col- 
umn opposite the last debit entry, represents, in this instance, 
invoice 67 of January 2 still uncollected. It is always desirable to 
know, if possible, of what items the balance consists. 

At December 31 the account was in balance, as indicated by 
the interlined lead pencil footings of $1455.93 on both sides of the 
account. In this case the bookkeeper did not rule off the account 
with double lines and begin again as he might better have done, 
but continued the account in the year 1922 and accumulated the 
footings at January 31, debits $2640.53 and credits $1817.93. 

HGUIIE4B 

This illustrates the same account to December 31, 1921, as it 
would look if posted from a columnar cash book, the posting from 
the journal entries for discount therefore disappearing. Debits and 
credits diat match are ticked off. The numbering system is not 
used here. 

nGURE4C 

This illustrates an account with a vendor credited with mer- 
chandise purchased and debited with cash disbursements and dis- 
counts deducted, the latter by journal entry. The credit balance 
of the account, $422.60, is the last credit entry. This appears 
unticked. 

If by chance the account had a debit balance of $422.60, the 
lead pencil figures of $422.60 would have been put in the particu- 
lars column at the left, in other words on the debit side. Anyone 
glancing at an account should be able to tell quickly by the position 
of the lead pencil balance whether it is debit or credit. 
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nGURE4D 

This illustrates the same account illustrated by Figure 4 C as 
it would look posted from a columnar cash disbursement record, 
the posting from the journal entries for discounts, therefore, dis- 
appearing. 

nGURE4E 

This illustrates an account with a vendor credited with mer- 
chandise purchased and charged with partial payments in round 
amounts. In this case matching of debits with credits is not pos- 
sible. If there were more than one bill credited, the partial pay- 
ments would be considered as applying toward the reduction of the 
oldest bill until that was paid ofE. 

nGURE4F 

This illustrates principally two things, first how an account 
is ruled off by double lines and started again as soon as the credits 
equal the debits. The slanting line is drawn to safeguard against 
entries being made in that space after the account has been ruled 
off or the balance has been brought down. 

It is not customary to bring the balance down except at the 
end of the fiscal period, or at an intermediate time if the customer 
asks for a statement of account up to a given date. In this illustra- 
tion it is assumed that the customer asked for a statement up to 
September 27, and that the balance was brou^t down in order 
that the bookkeeper might know any time thereafter that a state- 
ment had been rendered to that date. 

If accounts are ruled off with a double line as soon as 
they balance, anyone glancing at an account can tell that every- 
thing above the double lines is accounted for or settled. 

The first section of the figure shows how an account might be 
closed under the Single Entry system by merely writing the words 
"settled by discount" and ruling it off, althou^ the debits do not 
equal the credits. The excuse for such a method may be found in 
the fact that Single Entry bookkeeping does not provide the 
machinery for journalizing discounts. 



LESSON &— FIGURES 5 AND 6 
HGURE5 

This figure illustrates the use of the balance form of ledger 
sheet — Form 4-1. 

Notice how the balance is extended in column 9 after each 
entry. The letter D in column 8 indicates that the balance is 
debit, and the letter C that it is credit. For example, on January 
5 the balance was a debit balance of $1 184.60 ; on February 18 it 
was a credit balance of $2.00. 

This form, as explained in the text, is convenient when the 
balance of any account may be desired at ^ort notice at any time 
during the month, but in column 2 the explanations for debit items 
are mixed with the explanations for credit items, which makes it 
more or less awkward to analyze the account, if an analysis is 
necessary. 

Lines are drawn across the debit and credit columns as soon 
as the account balances. 

ncuREe 

This illustrates the use of an analysis ledger sheet (Form 4-2). 
The first entry, after bringing forward the balance of the previous 
sheet, shows the total of the Sales Journal for August, $8,266.90, 
posted as a credit to this account, with the totals of the distribution 
columns of the Sales Journal entered opposite in analysis columns 
that corrc^ond with the distribution columns of the Sales Journal. 
The amounts of $5.30 and $2.60, being distributions of the 
debit adjustment of Sales account posted on S^t. 30, should be 
entered in red ink, although in the printed illustration they appear 
circled. 

In adding column 4 the amount of $5.30 would be considered 
as a deduction, and similarly $2.60 would be considered as a deduc- 
tion in arriving at the total of column 7. 

The account shows a balance on October 31, of $57,445.70 
analyzed as follows: 

Sales of Buckwheat Coal $14,871.40 

Sales of Chestnut Coal 13,232.99 

Sales of Egg Coal 13,495.91 

Sales of Pea Coal 12,066.14 

Sales of Stove Coal 3,779.26 

. ogle 

Total $57,445.70 ^^ 
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Thus the business is informed of the detail of its accumulated 
sales to October 31, amounting to $57,445.70. These would be 
interesting figures to compare with sales for a corresponding period 
of the previous year to see in what respect sales have increased or 
decreased, if at all. 

This same analysis could, of course, be effected by opening up 
separate ledger accounts for the sale of each kind of coal, but the 
analysis ledger form makes this unnecessary and afFords a con- 
venient place for the accumulation of valuable statistics. 
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QUESTIONS 
Lmiod S 

1. What is a journal used for? 

2. Describe briefly the methods devised by accountants to 
keep a great volume of business transactions currently analyzed. 

3. Name three special kinds of journal and explain briefly 
the functions of each. 

4. Illustrate the following: A compound journal entry; a 
single journal entry; a transfer journal entry; a correctional jour- 
nal entry. 

5. Name and describe three forms of ledger page. Which 
would you prefer for all around wort if you could have only one 
selection ? State reasons. 

6. Name one advantage and three disadvantages of the 
Boston Ledger? Name an advantage and a disadvantage of &c 
card ledger. 

7. Is the ledger ever subdivided? If so, how? 
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How to Study Lesson Six 

St^ 1. Appljr Ride VIL Review the Prarioat Lmkhu. 

Especially consider Lesson Four, the one on Cash Books. The 
present lesson takes up Bank Record and Reconciliation of Bank 
Balance. This is an auxiliary cash record kept for the purpose of 
knowing where and how much cash is on deposit. 

Step 2. Appb^ Role IL Make a Preliminary Survey 
(rf the LeMim. 

St^ 3. Apply Role I. Put Some Questimu to Tlu* 

LeSMHl. Think how you would keep track of your bank account. 
Get your own method clearly in mind so that you can check it up 
with the method presented here after you have studied the lesson. 

Step 4. Apply Rule UL Make an Outline of The 
Lesson. Up to this lesson we have supplied you with outlines. 
Now wc are going to let you try it alone. But before you begin 
there arc certain points to consider. In order to put the matter 
clearly before you we shall introduce another study rule. 

Rule XV. Pick Out the Big Ideas. Learn to subordinate 
minor ideas under major ones. Each lesson contains one 
or two and sometimes three big ideas, and many subordinate facts 
and details. One of the tricks in studying is to he able to spot the 
main idea or ideas when you see them. In Lesson Four there are 
two main ideas, one is the Simple Cash Book and the other the 
Columnar Cash Book. The key note to a lesson may not always 
be contained in a heading; it may be hid in a paragraph or a sen- 
tence. In most of these lessons, however, you will experience little 
difficulty in grasping the main points. 

After the main headings have been located, your next task is 
to find the sub-headings. Care should be taken not to use a sub- 
head as a main head or vice versa. Sometimes you will need to 
use "sub-sub -headings" or sub-headings of a second order. These 
will usually be details or minor facts. 

Your success in outlining will depend on the degree of clear- 
ness with which you comprehend your lesson. But outlining is 
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not always the result of dear comprehension. It is a cause of it as 
well. You will be surprised to find out how much an outline 
will clear up your ideas. The outlines you are a^ed to make 
are similar to lawyers' briefs. In making up a brief a lawyer 
crystallizes his case in his own mind and makes it clear also to the 
court. 

Step 5. Apply Ride Vm. Muter DeUib u You Go. 

You may have a tendency to feel that since you have the details 
down in your outline that it won't be necessary for you to master 
them. This is a mistake. You should not slight the facts, how- 
ever small they may seem at the time. 

Stop 6. Apply Rtde V. Cheek Up. Go back to the 
questions you put at the beginning and see if you can answer 
them in the light of your knowledge of the lesson. 

Step 7. Apply Ride VL Grade Youraetf. 
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BANK RECORD 
AND RECONCIUATION OF BANK BALANCE 

1. Important to Know Where Cash is Located 

After posting the monthly footings of the Record of Ca^ 
Received, Forml-1, and Check Record, Form 2-1, General Cadi 
account in the ledger will stand charged with the total receipts 
and credited with the total disbursements for the month. The 
balance of this account should represent the sum of the generaJ 
cash on hand and the amount available in bank. 



It is cusComarj' to have in addition some record showing the 
total amounts deposited and withdrawn from the bank each day, 
tt^ther with the daily balance. While such a record may not 
be absolutely necessary if there is only one bank account, it is 
practically indispensable if there are more than one, because it is 
imperative to know in what banks the cash called for by the 
balance of the cash book may be on deposit. A business must know 
not (Hily how much cash it has, but also where it is located. 

Formerly it used to be the almost universal practice to keep 
an account with the bank on the stubs of the check book, but this 
method has been superseded to a considerable extent by the plan 
of keeping a specially ruled Bank Record. 

2. Bank Record Described 

Figure 1, which is an example of a modern form of Bank 
Record, provides, for recording, not only the total deposits and 
withdrawals each day and the bank balance at the end of the day, 
but also the reconciliation of the bank balance at the end of the 
month. 

This record has an advantage over the check stub system in 
several respects. In the first place it accumulates the deposits and 
withdrawals for the month, which makes it easier to check against 
the bank statement and to reconcile the bank balance. Secondly, it 
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is more convenient to handle, especially if there are several bank 
accounts, as the forms for all can be kept In the same binder. For 
auditing purposes it also has its advantages. 

At the beginning of each month the name of the bank and 
the month and year should be supplied on the line at the tcq>. A 
separate sheet should be used for each bank each month. Hie 
amount shown as final balance on this form for the previous month 
should be recorded in the "Balance" column on the first line for 
the current month. 

Daily, as deposits are made and checks drawn, the total of 
each should be entered in the columns so captioned, opposite the 
appropriate "Day," The balance on hand at the close of each 
day should be extended in the "Balance" column. This will be 
found by deducting the amount of the checks drawn that day from 
the sum of the balance for the previous day and the deposit, if any, 
made during the day. Pencil totals of deposits and checks should 
be interlined each day, for the purpose of proving the last balance 
shown. By adding the balance on hand at the first of the month 
to the total of the deposits made to date and deducting from this 
sum the total checks drawn, the remainder should be in agreement 
with the final balance. 

Upon receipt of the bank statement at the close of the month, 
the outstanding checks, if any, arc recorded by number and amount 
in that portion of the form provided for the purpose and totaled. 
The balance as shown by the bank statement and the total of the 
outstanding checks should be entered in the space provided. The 
difference should agree with the final amount shown in the 
"Balance" ' column, if all receipts for the month have been 
deposited within the same period and all bank credits for items 
other than deposits and charges for items other than check disburse- 
ments have been taken up on the office records. 



To illustrate, assuming there is only one bank a 
If all receipts have been deposited : 

Balance per bank statement $2,149.72 

Less: Outstanding checks 1,054.44 

Balance per bank record $1,095.28 lc 
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If receipts amounting to $165.84 remain unde- 

posited at end of month : 

Balance per bank statement. $1,876.19 

Less : Outstanding checks 587.45 



$1,288.74 
Add: Receipts for last day of month, de- 
posited first of next 165.84 



Balance per Bank Record $1,454.58 



Upon receipt of the next bank statement and cancelled checks, 
search should be made for the checks listed as outstanding at the 
dose of the previous month. Those found should be cleared from 
the list of outstanding by placing a V in fhe column provided. 
"Diose still remaining outstanding should be carried to the Bank 
Record for the current month, to which should be added the new 
outstanding checks. 

3. The Poiid (rf View in ReccncHing a Bank Balance 

You will have no difficulty in reconciling a bank account, if 
you ^proach the task by asking yourself, "What would the bank 
have shovm as a balance if all the cash receipts for the month had 
been deposited within the month, and all diecks drawn and 
recorded on the Check Record had been presented to the bank and 
paid and no clerical errors had been made, either by the bank or 
by the bookkeeper?" 

Assuming that you were reconciling the bank balance at May 
31 and using round sums to illustrate, you would answer your 
question as follows: 

To the balance at May 31 per the bank state- 
ment of $10,000 

I must add the $1,000 cash received by the busi- 
ness prior to May 31 but not deposited in the 
bank until the following month. If this cash 
had been deposited in May, the bank would 
have reported a lai^r balance by. 1,000 

The sum of these two items is. $11,000 " 
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Frwn which I must deduct the checks drawn 
prior to May 31 but not presented for pay- 
ment at the bank at that date amounting to 
$8,000. If the}' had been presented and paid 
before the close of business May 31, the bank 
would have been obliged to report a smaller 
balance by 



The remainder of $3,000 

should be the balance per the Ca^ account. 

While the balance per the cash account may not be the amount 
actually on deposit, it it the amount, so far as the company is 
concerned, on deposit (or about to be deposited) available for 
further checks. 

Adding to the balance reported by the bank outstanding 
deposits and subtracting outstanding checks is usually all that is 
necessary to reconcile the bank balance with the ca^ account. 
The steps to take, if bookkeeping errors have been made, arc as 
follows: 

Errors on the part of the bank, if any, should be applied in 
the reconciliation to ^ow what the bank balance would have been 
if the errors had not been made. Errors on the part of the com- 
pany's bookkeq)er, if any, should be applied to show what the 
balance of the cash account would have been, if the errors had not 
been made. Then proceed as before. 

There are other ways of reconciling bank balances, but we 
believe the foregoing is the least confusing. Another method is 
by starting with the cash hook balance and adding the outstandii^ 
checks and deducting the undeposited items to arrive at the Bank 
balance. The first method, we believe, adopts the more logical 
point of view, because the bank balance will, in the natural course 
of events, be reduced by the outstanding checks, whereas the cash 
book balance will not be increased by them. Furthermore the 
undeposited items will go to increase the bank balance, as somi as 
deposited rather than to decrease the cash book balanqe.^ -^gj^. 
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4. BmJc Cr«diU anil ChargM 

In tliose cases where bants allow interest on deposits usually 
the depositing company's first knowledge of the amount of interest 
allowed is obtained irom the bank statement received shortly 
after the end of the month, too late for recording in the Cash 
Received book of the current month. It may therefore be neces- 
sary to consider such an amount in the reconcilement by adding it 
to the cash balance. The interest is then entered in the Cash 
Received book in the month ft^owing in wfaidi it was allowed by 
the bank. 

If a business gives a note made payable at a bank where it has 
a deposit account, the bank will, unless it agrees otherwise, 
diarge the note when paid to the deposit account and send the can- 
celled note to the depositor at the end of the month with the 
cancelled checks. In these cases the cancelled notes may have to be 
taken into consideration in the reconcilement by deducting them 
from the cash book balance. The bank's charges for notes paid 
will then be entered as disbursements in the Check Record of the 
following month. The foregoing is based wi the assumpticxi that 
the company has no koowledge of the payment of the note until the 
bank statement is received, and dien it is too late for entries on the 
cash records of the current month, although every business house 
shoiUd keep track of the due date of its notes. 

Even though the cash records are closed for the month it 
might not be too late after the bank statement is received to jour- 
nalize the bank's credits and charges referred to above in order to 
get them recorded in the current month, and this should be done 
although it is not usual to journalize cash transactions. If dicse 
items are taken up on the books in the current month they will not, 
of course, appear on the reconcilement. 

To avoid debiting or crediting Cash account by journal entry 
a temporary account could be opened with the bank. The bank 
would then be charged through the journal as of the current month 
with the interest item and credited with protest fees, notes paid and 
similar charges. Then in the succeeding month the bank could be 
credited through the cash book with the interest and debited with 
protest fees, notes paid and similar charges. Thus the bank 
account would be cleared. Some concerns have regular ledger 
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accounts with banks charging them with all deposits and other 
items for which the banks five credit and crediting them with all 
items for which the banks debit. In these cases the temporary 
bank account would not be necessary as the journal entries would 
be passed to the regular accounts. In case a temporary bank 
account is opened for the purpose just mentioned its balance would 
be combined with the balance of the Cash account in reconciling the 
bank balance. 
5. Bulk Charge* Should be Paid by Check 

It is a good plan to ask the bank to present paid notes and 
other charges, such as protest fees, at once for reimbursement by 
check. If it will agree, the business is immediately notified of all 
such payments made by the bank for its account and nothing of 
this kind is charged that is not represented by a check duly entered 
in the Check Record of the current month. 



6, niiutratioiis of Reconciling Bank Balance* 

Following arc illustrations of bank reconcilements of both the 
first and second methods just described, in which various points are 
considered, although you will find in actual practice few, if any, 
errors in bank statements or in cash books for the reason that such 
errors arc usually found quickly and remedied. 

X. Y. Z. COMPANY 

RECONCILEMENT OF BANK BALANCE 

SYRACUSE BANK 

Tj- »^ u J NOVEMBER 30, 1921 

First Method : ' 

Balance per bank pass book or state- 
ment $600.25 

Add: 

Error in addition on bank state- 
ratnt. 

Cancelled checks totaled as.... 1,299.40 

Should have been 1,298.40 

1.00 

Cash receipts of November 30 not 
deposited until December 1 53.22 



...... ... -■>q[c 

$654.47 ^^ 
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Deduct: 

Error in bank statement, deposit 
of November 3 of 246.92 en- 
tered as 346.92 100.00 

Outstanding checks 200.00 



Adjusted bank balance... 



Balance per Cash Book $565.43 

Interest allowed by bank, month of 
fcNovembcr not entered on Cash 
Received book 2.04 



Deduct : 

Error in footing Check Record 

month of November. Total of 

1280.60 should have been 

1290.60 10.00 

Note to John Smith paid by bank 

Nov. 28 not entered on Check 

Record 200.00 

Protest fees on note of T. 

Brown charged by bank not 

entered on Check Record 3.00 213.00 

Adjusted Cash Book balance $354.47 

Thus it will be seen that if there were no transactions beyond 
November 30, and the undeposited cash were put into the bank, 
and all checks were paid and all errors and omissions adjusted, the 
bank balance would agree with the cash book balance. 

Second Method: 

Balance per Cash Book $565.43 

Add: CtOII^^Ic 

Outstanding checks 200.00 
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Error in bank statement, deposit of 
November 3 of 246.92 entered as 
346.92 100.00 

Interest allowed by bank, mmith of 
November, not entered on Cash 
Received book 2.04 



Deduct: 

Error in' footing Check Record 
month of ,Novembcr. Total of 
1280.60 should have been 1290.60 10.00 

Note to John Smith paid by bank, 
November 28, not entered on 
Check Record 200.00 

Protest fees on note of T. Brown 
paid by bank not entered on 
Check Record 3.00 

Error in addition on bank state- 
ment, cancelled checks totaled as 
1299.40. should have been 1298.40 1.00 

Cash Receipts of November 30 not 

deposited until December 1 53.22 



Balance per bank pass book or state- 
ment $600.25 

The second method reconciles the cash book balance with 
the bank balance, but, in our opinion, the set up does not make it 
so self-evident why certain items arc added and others deducted as 
does the first statement. The first method visualizes what would 
happen to both the bank balance and the cash book balance if 
events were allowed to take their natural course and errors were 
corrected. 

To find out what checks are outstanding, dicck the cancelled 
checks returned by the bank against the Check Record. The 
unchecked items in the Check Record would then be conndered 
"outstanding." 



LESSON 6— FIGURE 1 

This illustrates the use of a Bank Record (Fonn 3-0) for 
cash deposited and withdrawn from the First National Bank, 
month of December, 1921. 

Referring to the illustration; 

The balance in the bank per the bank 
record at the beginning of the month 
was $10,240.20 

Cash receipts deposited during the 
month amounted to 85,906.49 

96,146.69 
Checks issued during the month amount- 
ed to 92,689.82 

Balance in bank per bank record at end 
of month was $3,456.87 

While the Bank Record showed a balance in the bank of 
$3,456.87, a statement received from the First National Bank 
showed that according to its records $14,315.73 was on deposit at 
December 31, 1921. 

The balance per the Bank Record and the balance per the 
bank's statement are reconciled in the space provided for that 
purpose by taking into consideration the outstanding checks and 
the cash undeposited at December 31. 

Notice that the amount appearing in the reconciliation as 
undeposited receipts, $1,243.71, equals the "deposit" of December 
31, in the Deposits column. Strictly speaking, the amount of 
$1,243.71 entered in this column should not have been put there 
because it was not deposited on December 31. Presumably it was 
deposited on January 2. However, it is entered there to make the 
total "deposits" agree with the total cash receipts for the month, 
and the balance at December 31, $3,456.87, agree with the cash 
book balance at that date. If this is understood no harm is done, 
H^ile it makes it possible to show the same figure as "balance per 
books," in the reconciliation that appears as the final balance for 
the month on the same form. 



2 LESSON 6-~FIGURE i 

The detail of the outstanding checks, $12,102.57 is shown 
in the space provided. In this instance it was necessary to use only 
a little over one column for the detail of checks outstanding, 
although the form provides nearly three columns, which can be 
used if necessary. 

The tick marks after checks numbered 144, 162, 181, 216, 235 
and the others indicate that these checks, which were outstanding 
at December 31, were paid by the bank in January and returned 
as cancelled with the bank statement of January 31. Therefore, 
the unticked items, $619.10, $60.95, $507.63 and the others 
would appear again as outstanding on the bank record form at 
January 31, followed by any checks issued during January diat 
were not paid in January, for example, as follows: 

161 $619.10 

185 60.95 

201 507.63 

208.. „ 840.10 

218 1290.90 

246 8.93 

270. 110.60 

275 8.43 

etc. 

Assuming that the bank reconciliation of November 30 
showed outstanding checks of $18,210.20, the bank statement 
for December should show as follows; 

Balance December 1 $28,450.40 

Deposits December 84,662.78 

113,113.18 
Withdrawals 98,797.45 



Balance December 31 14.315.73 



A check of the Record of Cash Received and of the Check 
Record with the Bank Statement, in total, each separately, could 
be effected as follows: 

Total cash receipts, per cash book $85,906.49 

Less undeposited cash 1,243.71 

Total deposits per bank statement 84,662.78 '' 
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Total check disbursements per Checlc 

Record 92,689.82 

Less checks outstanding December 31.... 12,102.57 



80,587.25 
Ada" checks outsUnding November 30.... 18,210.20 



Total checks paid per bank statement.... $98,797.45 

The foregoing method of checking in total is offered to the 
student for what it is worth. It may prove helpful, if the recon- 
ciliation doesn't "come out right," to bear in mind that the total 
check disbursements per the Check Record, less the checks out- 
standing at the end of the month, plus the checks outstanding at 
the beginning of the month should equal the checks paid by the 
bank during the month per its statement. If this proves to be the 
case the person reconciling a bank account can be fairly sure there 
is no mistake in his list of outstanding checks or in the footing of 
the Check Record. He may then turn his attention to the receipts 
to check them in total or vice versa he may first test the receipts to 
try to allocate his difference there. We say "fairly sure" of the 
footing of the "Check Record" because a check not recorded on 
the Check Record but paid by the bank and then destroyed could 
be offset by an error in footing the Check Record. 

In the above illustration it was assumed that the deposits per 
the bank statement for December did not include any November 
receipts. In proving receipts in total against deposits, cash received 
one month and deposited the next has to be taken into considera- 
tion, just as outstanding checks have to be considered in proving 
the total disbuTscmcts per the cash book with the total disburse- 
ments per the bank statement. 
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QUESTKMS 



1. Is the cash book in itself a complete record of cash? If 
so, why? If not, why not? 

2. How does a bank record, illustrated by Hgure 1, lesson 
6, make it easier to check against the bank statement and to recon- 
cile the bank balance, than the system of keeping accounts with 
banks on the back of check book stubs? The lesson says it does, 
because it accumulates the deposits and withdrawals for the 
miHith, but why is this so? 

3. Assuming that the bank reported a balance of $900 on 
July 31 and the cash book showed a balance of $2,000 on the 
same date, illustrate four possible reconciliations using any Jigures 
you desire, two by the first mediod described in the lesson and two 
by the second method. 

4. Assuming that you kept the detail of the reconciliation of 
your bank account on a Bank Record, describe the way you would 
get the detail of the checks outstanding at the end of each succeed- 
ing month. 

5. Submit a trial balance of your general ledger as of 
March 31, 1920. 

6. What must have been the balance reported by the First 
National Bank at March 31, 1920, to reconcile with the balance of 
the General Cash account in your ledger? Show how you arrived 
at the amount 
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How to Study Lesson Seven 

Step 1. Apply Role VIL Renew Leuont Fire and 
Six. Review especially the parts of Lesson Five pertaining to 
ledgers. 

Step 2. Apply Rule II. Make a Prdhninary Survey. 

RoUXVI. Make Marginal Note* 

In making your preliminary survey it is well to note in the 
margin of your book any facts that seem important. This will 
help you when you come to make your outline. A certain amount 
of underlining is sometimes very helpful. Of course, this can be 
overdone. The practice of underlining the important sentences 
is a good habit provided it is not carried to the extreme of under- 
lining everything. You will observe that we have left plenty of 
margin in your book. This is to be used' by you for notes, cross 
references, or for any devices that will help you retain the lesson. 

In some lessons you will be benefited by making a preliminary 
outline, or rather a trial outline, in the margin before you make 
your main outline. This has the advantage of keeping the main 
heads and sub-heads clearly indicated. 

Step 3. Apply Rolet ID, XV, and XVI. Make Yoor 
Outline. 

Step 4. ^ply Ride IV. Mental RedtatiMi. If the 

ideas in this lesson are new to you, it will be necessary to do some 
reciting on each paragraph before you pass on to the next. Go 
back to the directions for study of Lesson One and read Rule IV. 

Step 5. Apply Ride X. Reprecent Fact* Gnqihically. 

Make a diagram representing the idea of Controlling Accounts. 

Step 6. J^ply Ride VI. Grade Yoondf. 

LSi,-.,.:.l.,Ck;)t-)glc 



CONTROLLING ACCOUNTS 

1. How to Start a Contrtdliiig AccoiBit 

If all the customers' accounts in a general ledger should sud- 
denly be removed and put into a separate binder, die question is 
asked "How can the general ledger be made to balance?" The 
answer is "Substitute in their place a single account with a debit 
balance equal to the aggrq:ate of the balances of all the accounts 
removed." If there are any credit balances th^ should be deducted 
from the total of the debit balances to arrive at the balance to start 
the controlling account. Likewise, if creditors' aca>unts should 
be removed, iqien a single account with a credit balance equal to 
the aggregate of the balances of all the accounts removed. If there 
are any debit balances, they should be deducted from the total of 
the credit balances. 

2. Ezaaqiles of ControUiiv A cc omtK 

A single account in the general ledger, the balance of which 
equals the aggregate balances of any group of accounts kept sep- 
arate, is called a "Controlling" account for that group. The 
controlling account for customers' accounts is usually called "Ac- 
counts Receivable" or "Customers' Accounts"; for creditors' ac- 
counts, "Accounts Payable." These are perhaps the best known 
controlling accounts, althou^ it is possible to have almost any 
kind. "Expense Account" equalling or "controlling" the accounts 
with various kinds of expenses in a separate "Expense Ledger," 
and "Plant" account controlling a "Plant Ledger" containing the 
individual asset items that make up Plant would be other examples 
of a controlling account. 

3. Snbudiary Ledgen CotOroOed 

The separate ledger containing the accounts c(»itroIled by the 
sin^e general ledger account is referred to as a "subsidiary" ledger, 
and the accounts themselves as "individual" accounts. The rule 
may then be stated this way, that the sum of the balances of the 
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individual accounts in a subsidiary ledger ^ould equal at any time 
the balance of the controlling account in the general ledger. If 
they do not, they are "out of control." 

4. How Control is MuntaiiMil 

We have seen how a control can be established for any set of 
individual accounts where it was decided to transfer them from the 
general ledger to a subsidiary ledger, by making the control agree 
with the as^regate of the balances removed. This would be per- 
, fectly prc^r provided the general ledger was in balance before the 
acOHmts were removed, and such procedure must not be consid- 
ered in any way as "forcing" the ledger to balance. In this case 
there is simply an equal exchange of one account for many. 

We must next see how the control once established is main- 
tained. If the control begins by being equal to the sum of the 
balances of the individual accounts in a subsidiary ledger and if 
thereafter the sum of the amounts posted to the debit of the indi- 
vidual accounts is posted to the debit of the control and the sum 
of the amounts posted to the credit of the individual accounts is 
posted to the credit of the control, it follows as ni^t the day that 
the balance of the control must remain equal to the sum of the 
balances of the individual accounts. 

5. Columns for ConbolKng Accowts 

The posting of totals to the control is made practicable by the 
introduction of columns into books of original entry, usually a col- 
umn for each controlling account. Items to be posted to the same 
subsidiary ledger are entered in the same column and the total of 
that column at the end of the month is posted to the controlling 
account. 

CcJumns for controlling accounts are illustrated in Figure 1 
of this lesson. In this figure you will notice two columns for each 
of the two controlling accounts, Customers' Accounts and Accounts 
Payable. In other books of original entry there would ordinarily 
be but one ccjumn, because it is not usual to find in them both 
debits and credits to individual accounts. 

For illustrations of controlling account columns in odier 
books of origina] entry see Figure 2 Lesson 4 (for credits). Figure 



CONTROLLING ACCOUNTS (7) 3 

3 Lesson 4 (for debits), Figure 3 Lesson 5 (for debits), Figure 1 
Lesson 9 (for. credits). 

The Miscellaneous columns in Figure 1, Lesson 7 are for 
items to be debited or credited to accounts other than those with 
customers and creditors. Items appearing in columns 3 and 6 are 
posted individually to general ledger accounts, and the totals of 
these columns are not posted to any account at the end of the 
month. Items appearing in columns 8, 10, 12 and 14 are posted 
individually to accounts in subsidiary ledgers. The total of column 
8 is posted at the end of the month to the debit of Customers' con- 
trolling account, and the total of column 10 to its credit. The 
total of column 12 is posted to the debit of Accounts Payable con- 
trolling account, and the total of column 14 to its credit. 

6. Dodble Poating Dutmguuhecl From Double Entry- 
It is not practicable to appropriate a column in a book of 
original entry for a controlling account in which there would be 
but few entries. In this event each debit or credit to the control is 
entered in the Miscellaneous column and posted separately to die 
general ledger controlling account at the same time as it is posted 
to the debit or credit of the individual account in the subsidiary 
ledger. This satisfies the double posting requirements of the con- 
trolling accounts system, namely the posting to the debit of the 
control the same amount as is posted to the debit of the individual 
accounts, and likewise the posting to the credit of the control the 
same amount as is posted to the credit of individual accounts. This 
double posting must not be confused with the idea of double entry, 
as unfortunately it is by some students. The rule of double entry 
is that for every debit there must be a corresponding credit. The 
rule for controlling accounts, however, is that for every debit to 
individual accounts there must be a corresponding debit to the 
control, and for every credit to individual accounts there must be 
a corre^ionding credit to the control. 

If you clearly understand the distinction between the rule of 
double entry and the rule of controlling accounts it is not likely 
that you will forget either. The rule of double entry calls for 
equal entries on opposite sides of different accounts, whereas the 
rule of controlling accounts calls for equal entries on the same side 
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of difFerent accounts. The former su^ests a horizontal line and 
the latter a perpendicular line. 

7. Prmcqile et Controlling Accoonta Restated 

If what is added to the individual accounts Is added in equal 
amount to the control and what is subtracted from the individual 
accounts is subtracted in equal amount from the control, the 
equality relationship between the individual accounts and the con- 
trol cannot be disturbed. Suppose that A had 6ve one pint jars 
and B a large pitcher, and that every time A poured water into any 
one or more of the jars, B poured an equal amount into die pitcher, 
and every time A poured water from any one or more of the jars, 
B poured an equal amount from the pitcher, B would always have 
in his one pitcher the same amount of water as A had in his five 
jars combined. The controlling account is the pitcher, the indi- 
vidual accounts in the subsidiary ledger are the jars. 




A control over any one group of accounts can, furthermore, be 
divided into two of more parts, if desired, provided a corresponding 
division is made in the individual ledger. For instance, the cus- 
tomers' ledger is often split into an A to K and an L to Z ledger 
with one general ledger control over the A to K accounts and 
another one over the L to Z accounts. If so, the two controls 
would be handled as separate and distinct propositions. 

9. Advantage* of Controlling Accounts 

Mention was made of the predicament a bookkeeper in a Gas 
and Electric company would be in if his general ledger, containing 
thousands of personal accounts, should prove at the end of the 
month to be out of balance. He would have no idea at all afe''to 
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where the trouble lay, having no means of "allocating" the error by 
tracing it readily to any one section of his ledger. He would simply 
have to go over his work until he found the difference. 

Where controlling accounts arc used, it is much easier to bal- 
ance the general ledger, because there would be fewer postings to 
check, accounts to rc-foot, and balances to prove in case the trial 
balance did not agree. 

The number of entries in the control do not vary, generally 
speaking, with the number of transactiMis affecting the individual 
accounts, because of the fact that totals only are posted to it. It 
makes no difference whether there are one hundred or ten thousand 
individual receipts from customers during the month ; there would 
be in either case only one posting for cash to the credit of the con- 
trol. Hence the general ledger bookkeeper's work is considerably 
reduced, not only in posting in the first place, but also in checking 
the postings if necessary. 

Going a step further, the general ledger bookkeeper, having 
brought his ledger into balance, can tell what the bookkeepers in 
charge of the various individual ledgers should report as the sum 
of the balances of their accounts, the balance of the controlling 
account being a predetermined total which die total of the indi- 
vidual accounts should equal. If the bookkeepers in chai^ of the 
individual accounts do not report in accord, he knows something 
is wrong, which must be corrected. If the subsidiary ledgers agree 
with their respective controls the work of the subsidiary ledger 
bookkeepers is assumed to have been correct. If any <me of the 
subsidiary ledgers is out of control, the work in that ledger alone 
must be checked. 

In that way the error is allocated to a particular group of 
accounts, which is not possible if the balances of all individual 
accounts must be listed in taking off a trial balance of the general 
ledger. 

10. Sabudiary Le<Iger> Must B« m Agrvcment WiU) Con- 
trcdling Accounts 

It is not enough for the general ledger to be in balance. In 
addition all subsidiary ledgers must be in agreement with their 
controls, because even though the general ledger be in balance, it 
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is not impossible for one or more controlling accounts to be mis- 
stated. If this is the case, however, there must be a compensating 
error in some other ledger account, and this should be found at 
once. For example, assume that the Sales Journal had been footed 
as $900,000 instead of $800,000, the correct total, and that the 
bookkeeper did not discover the mistake in proving the cross- 
footings, because of a corre^onding error in totaling one of the 
distribution ct^umns. If the general ledger bookkeeper had there- 
fore posted $900,000 to the debit of Customers' Accounts Receiv- 
able Control and likewise $900,000 to the credit of Merchandise 
account, the balance of each of these accounts would be wrong 
to the extent of $100,000, but inasmuch as the error in one 
exactly offset the error in the other, the trial balance of the general 
ledger would agree and therefore would not flash the news that a 
serious mistake had been made. 

When the subsidiary ledger bookkeeper, let us further assume, 
completed totaling the balances of the individual accounts in his 
charge (which is called taking off a trial balance of the subsidiary 
ledger), he found to his chagrin that the total was $100,000 less 
than the balance of the control, this being due, of course, to the 
fact that he had posted $100,000 less to the debit of individual 
accounts than was posted to the debit of the control. 

The chances arc in the case of a discrepancy between the con- 
trol and the subsidiary ledger that the difference is on account of 
an error in the latter, because of the greater possibility therefor, 
due to the greater number of postings. But, in this case, investiga- 
tion proved the control to be incorrect and another important 
ledger account (Merchandise) as well. 

If by chance (a remote probability) the subsidiary ledger 
bookkeeper had also made an error of $100,000, say in footing an 
account, that made the subsidiary ledger trial balance agree with 
the control and thus covered up the mistake in the Sales Journal — 
the Sales and therefore the profits for the month, would have been 
overstated $100,000. Such an error on his part, if it did occur 
and was not discovered in taking off the next month's trial balance, 
might go undetected indefinitely, unless the customer called atten- 
tion to it, or an auditor discovered it. 
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The point to be understood is that it is dangerous to make any 
report as to earnings and expenses or assets and liabilities from a 
general ledger before it is known whether or not all subsidiary 
ledgers are in agreement with their controls. While informal 
monthly statements arc often made up on the assumption that the 
control is right, especially when they must be submitted before 
subsidiary ledger trial balances can be taken off, an outside auditor 
might make a grave error if he nesJcctcd to satisfy himself that the 
subsidiary ledgers prored, 

11. Why ContnJliBfl; Accounts Are So Named 

A controlling account is so called because it furnishes a bal- 
ance with which the total of the balances oi the subsidiary ledger 
it governs should agree. The work of the subsidiary ledger clerk 
is therefore controlled in the sense that if he makes any mistakes 
his accounts will ordinarily be out of agreement with the general 
ledger. 

12. Smntnary of Advantages irf Controlling Accounts 

Controlling accounts are invaluable to modern business 
because: 

( 1 ) They make it posuble to remove from the general ledget 
and group in separate binders a large number of accounts of the 
same nature without disturbing the equilibrium of the general 
ledger. 

(2) The contrtdling account furnishes information at almost 
a mMnent's notice as to the a^regate amount of the balances of 
the accounts it governs, obviating the necessity of first taking ofiE a 
detailed trial balance. This information can be generally relied 
upon, as the control is almost always right and the detail wrong in 
case of a discrepancy between the two. 

(3) The separation of accounts into binders according to 
groups makes it convenient to divide the ledger work among as 
many persons as is required. 
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(4) The subdivision of accounts with a control for each 
makes it possible to allocate errors of bookkeeping to the group 
or groups of accounts in which they have occurred. 

(5) A modified form of controlling account may be adopted 
when it is desired to keep certain accounts of a confidential nature 
in a separate or "Private Ledger" with a controlling account in the 
general ledger. Such a control, if it is a summary of various 
kinds of accounts, as it usually is, possibly including assets as 
well as earnings, would serve no purpose other than to balance the 
general ledger and control the accuracy of the work done in the 
private ledger. That is to say, the control would not mean any- 
thing in the sense that the Customers' controlling account repre- 
sents the lump sum owed by customers. 



ci,l,zedl!v Google 



LESSON 7-^lGURE 1 

This figure illustrates the use of a columnar form of general 
journal (Form 5-2). 

The amount of $276.97 in column 8 is posted to the debit of 
Cust(Hners' controlling account. The items comprising the total 
are posted to the debit of individual customers' accounts. 

The amount of $533.33 in column 10 is posted to the credit of 
Customers' controlling account. The items comprising the total 
are posted to the credit of individual customers' accounts. 

The amount of $232.16 in column 12 is posted to the debit 
of Accounts Payable controlling account. The items comprising 
the total are posted to the debit of individual creditors' accounts. 

The items in column 3 are posted individually to the debit of 
accounts indicated in column 5. The total is not posted to any 
account. 

The items in column 6 arc posted individually to the credit of 
accounts indicated in column 5. The total is not posted to any 
account. 

The tick marks indicate that the individual postings have 
been made. The folio numbers beneath the total in columns 8, 10, 
and 12 indicate the pages in the ledger to which the totals have 
been posted respectively. 

The proof of debits and credits is as follows: 

Debits Credits 

Miscellaneous accounts. 121.03 Miscellaneous accounts. 96.83 

Customers' accounts. 276.97 Customers' accounts 533.33 

Accounts payable 232.16 

630.16 630.16 
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QUESTIONS 
LeMon? 

1. Should the controlling account always be accepted as 
correct in case of a discrepancy between the controlling; account 
and a trial balance of the subsidiary ledger? 

2. What is meant by a Subsidiary Ledger? Individual 
accounts? 

3. Name three examples of controlling accounts. 

4. Describe fully how a controlling account is started and 
subsequently maintained. 

5. Define a controlling account. 

6. What rist does an auditor run who prqtares financial 
statements without first ascertaining that all subsidiary ledgers 
are in agreement with their controls. 

7. Explain four advantages to be derived from the use of 
controlling accounts. How do they lessen work? How do they 

: it? 
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How to Study Lesson Kght 
Stop 1. Review Lewon* So and Seven. 

St^ 2. Applf Role n. Make Yoor EhvUminaiy Survey. 

This survey will show you that the present lesson includes explana- 
tions of certain accounting terms and business procedure. 

Stop 3. i^plsr Role XL Mako a Dictionary of Tech- 
nical Terms. Go back now to the card index of technical terms 
which you started to make in Lesson Three. First bring it up to 
date, then make out a card for every term defined in this lesson. 
Enter on each card as much information as is necessary to hold the 
definition in mind. 

Stop 4. Apply Rtde XIL Get a Definite Idea of the 
MeaoinK irf Each Term, 

Stop S. Rule XVIL Commit to Memory ImpcNiant 
Facts, Terms, and Principles. Do not hesitate to memorize the 
important facts and principles of each lesson. If you are not in 
the habit of memorizing material it may be difficult to do so at 
first. Volume IV of How To Study at Home contains a set of 
rules that will make memorizing easy for you. Rf id this volume 
before you try to memorize these terms. 

St^ 6. Apply Role IV. Mental RedtatiMi. Do this, 
especially when you go to memorize the meanings of these terms. 

Sbtp 7. Apply Rtde VL Grade Yoorsdf . 
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LESSON 8 

BUSINESS EXPRESSIONS AND FORMS 

Assuming that you have mastered the principles of Single and 
Double Entry bookkeeping and understand, at least in a general 
way, the various kinds of accounts kept in a ledger and the func- 
tions of each, we believe you should pause at this point to 
familiarize yourself with some of the expressions most frequently 
heard in business and to become acquainted with some of the forms 
most commonly used. 

1. Invoice 

This is the name given to a bill for goods sold or services 
rendered made out by the creditor and sent to the debtor for pay- 
ment. It is usually an itemized list, showing date, quantities, 
descriptions, prices, amount and terms of goods sold, or particu- 
lars as to services rendered, as illustrated by the following: 



WiLHQiT, Simpson & Wolfe 



SOLC^TO§=X^gffn.^*4>«v^.*»■t.■»^4s• 
Address S.>.<.ti°.0. a«Xl<(U»« <D*«,ta. J'lV 



tSitt. 1^, •fill 







The above is an invoice rendered by Wilhoit, Simpson & 
Wolfe to John Jones Construction Co. 

LSi,-.,.:.l.,C-.OOglC 
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This word commonly signifies the conditi<His of credit 
extended by the seller to the purchaser such as "ca^," "2% ten 
days, 30 days net," or just "30 days net." 

By "cash" is meant payment due upon receipt of invoice. 

The expression "2% ten days, 30 days net" means that the 
buyer is entitled to deduct 2% of the amount of the bill in 
remitting, if he settles within ten days, or if he prefers, he may 
have thirty days to pay. To put it difiEerently, the invoice will not 
be considered overdue until the expiration of thirty days, but the 
debtor must pay the full amount unless he remits within ten days, 
in which event he may deduct 2% as cash discount. 

If the terms are "30 days net," the invoice is not subject to 
discount, regardless of when paid. It does not become overdue 
until the expiration of thirty days. 

Such terms as F. O. B. factory or F. O. B, destination have 
a different meaning. The former generally implies that risk of 
transportation and freight charges are for account of the buyer as 
soon as goods are loaded on board carrier at place where factory 
is located. By the latter, it is generally understood that the risk 
and the charges do not begin to accrue to the buyer until goods 
have reached destination. F. O. B. is an abbreviation for "free on 
board." 

C. I. F. and F. A, S. are terms most frequently used in report 
business. C. I. F. is an abbreviation for "Cost, Insurance and 
Freight" and in that connection is commonly understood to mean 
that the seller will stand not only all expenses for transporting and 
handling the merchandise until it is loaded on board vessel, but in 
addition the marine insurance and ocean freigjit to port of desti- 
nation, beyond which the buyer must pay all expenses. 

F. A. S. is an abbreviation for "Free alongside" and is com- 
monly understood to mean that the seller will stand all expenses 
for transporting and handling the merchandise up to the lime that 
it is placed along side the steamer, either on the pier or on a lighter, 
within reach of the ship's tackles; all expenses thereafter to be for ' 
account of the buyer. 
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Discounts fall into four main groups, trade, cash, bank and 
commercial discounts. 

Trade discounts are allowable deductions from catali^ue 
prices and provide a convenient way for changing published prices 
to meet new conditions without going to the expense of reprinting 
catalt^ues. The catalogue shows the "list price" per unit. This 
does not mean the price at which a listed article will be sold, but 
rather the price from which a given trade discount may be deducted 
to arrive at the selling price. For example, if an article were 
listed at $50, less 40% trade discount, the manufacturer's selling 
price would be $50 less $20, or $30. If it were decided to raise 
the price this could be accomplished by lowering the trade discount, 
without having to reprint the catalogue. The advantage of this 
method can be more readily seen in cases where one trade discount 
rate is made to apply to a great variety of units. One change in 
the discount rate would therefore automatically change the selling 
prices of all the units. Trade discounts can usually be distin- 
guished from cash discounts appearing on an invoice by their 
larger size, if in no other way. 

Trade discounts may be quoted in series, such as "Less 20, 5 
and 2%" This means 20% off the list price, 5% off that 
remainder and 2% off that remainder. Commercial aritlimetics 
furnish examples of quick methods of calculating chain discounts 
of benefit to anyone whose duty it is to figure them. 

Cash discount is an amount deducted from an invoice for pay- 
ment within 3 specified time. The amount deducted is usually 
a percentage of the full amount of the invoice allowed by the 
vendor under the terms of sale. For example, a bill rendered for 
$1000, "less 2% ten days," could be settled in full by a cash pay- 
ment of $980, if made within ten days. 

If you were to ask a bank for a loan of $1000 for 6 months 
and the bank deducted interest in advance amounting to $30 and 
gave you only $970, the amount deducted would be called bank 
discount. 
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Notes given to commercial houses are sometimes taken up 
before maturity, in which case the maker may be allowed a deduc- 
tion equal to interest on the note from the date of payment to 
maturity. Such discount is referred to as "commercial discount." 

4. Statement 

Most business houses send out monthly "statements of 
account" to their customers at the end of each month, showing 
balance due at the beginning of the month, debits and credits dur- 
ing the month and balance due at the end of the month. A state- 
ment amounts to practically a condensed transcript of the account 
and must not be confused with an invoice. An illustration of a 
monthly statement is as follows: 



STATEMENT 

Fulton, t*y.ti£.^U9SUJ- 

Qaj»nf\ 'Qem.tO.XruTr.iiirtKxaii'r^ ■Jan. 



Account Randcrad. 
Invoica Rtnd«r*d 



WilHoit. Simpson & Wolfe 
Grain and Hay 



V0QJ«.K. 



■wjTtoLcfc 



%oJL«Lrtvtft. 



ija.,10 




i.,C70og[c 
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5. Open Account 

If the seller allows the buyer to take merchandise without 
paying for it or giving any other thing of value, such as a note, in 
exchange, the transaction is said to be on "open account." In this 
case the seller merely charges the buyer's account in the ledger in 
expectation of payment in accordance with the terms of the invoice. 

6. CoUatend 

This word signifies security pledged for the payment of a 
debt. Under the terms of the agreement the collateral may be 
sold and the proceeds applied to the debt, if the ddit is not other- 
wise paid. A common form of collateral is stocks and bonds 
pledged with a bank for a loan. The act of pledging is called 
"hypothecation," 

7. Note 

A negotiable promissory note is an unconditional promise in 
writing made by one person to another signed by the maker, 
engaging to pay on demand or at a fixed or determinable future 
time a sum certain in money to order or bearer. Notes are thought 
of as "Notes Receivable" or "Notes Payable," depending upon 
whether you receive a note or give one. 



% JTfi ti. <m 






OSWEGO. N.Y Jttt- 


£L- 


J92I. 


J;.« A.„ 




« a s 












^« 








AT THE Union Ttusr Company 
Oswioo. N.Y. 




^ 


^W«„Mr, ■, 


A^ 


z 



The points that must be covered by a note to make it nego- 
tiable, that is, in order that it may pass legally from one pers(Hi 
to another, are discussed in greater detail in the law lesson on 
Negotiable Instruments. It is su6icient here to say that a signed 
agreement has more force in court than an oral one, being accepted 
in law as self evidence of an indebtedness. 

Notes are usually payable "on demand," or a given number 
of days after date of note or on a specified date. It is also usually 
^Mcified in the note at what place of business it is payable. 
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8. Draft 

A draft, Sometimes called a bill of exchange, is in principle 
the same as a note. Instead of waiting for the debtor to make a 
remittance, the creditor takes the initiative and "draws" on the 
debtor. 





Mn Aei 

SvB*.cusi. NY iS.g m ISZi— 


V. £ r'n-diJ ' ,, 








y*LUI RiCEIVED MIO CfLUlM TO ACCOUHI OF 

.„(l.~t. \ 


(n.kt.-J .(h'^'' I Sxn™,*, ?fi.«™..«^A. 





If the debtor accepts the draft by writing the word 
"accepted" across it and the date and his signature, the draft 
becomes in effect a note, or written agreement to pay. 

The person who draws the draft is called the "drawer," the 
one on whom it is drawn is called the "drawee" and the one in 
whose favor it is drawn is called the "payee." No acceptance is 
necessary in case the draft is drawn at sight. In this case, the 
drawee cither pays the draft at once, which is the equivalent of 
accepting it, or refuses it, in which event it may be "protested" 
and returned to the drawer through the channels by which it 
came, usually through one or more banks. A protest amounts to 
evidence certified by a notary that the instrument in question was 
presented for payment but that the payee refused to pay it. The 
one primarily obligated to pay a draft may be held even though the 
draft is not protested, except that protest is necessary in case of 
foreign drafts. The reason for having a domestic bill or draft 
protested is to be able to hold endorsers. Protest fees are fixed by 
statute. 

Drafts to be sent from one country to another are usually 
drawn in sets of two. The original is called the "First of Ex- 
change" and the duplicate the "Second of Exchange." This cus- 
tom was adopted to safeguard against loss of documents in transit. 

The draft itself provides that whichever arrives first, be it 
the first or the second of exchange, may be paid, in which event 
the other is void. 
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9. KB o( Lading 

This is a formal document issued by a cariiei, such as a rail- 
road, steamship or express company, which acts both as a receipt 
for the goods delivered to the carrier and as an agreement to the 
conditions under which they are accepted for transportation. 

Bills of lading may be made out to the consignee (the person 
to whtxn the goods arc sent), or "to order" or "to order notify." 
Unless qiecified to the contrary "To order" means to order of 
shipper. 

If the shipper does not wish the consignee to get possession of 
the goods prior to payment therefor, he has the bill of lading made 
out to his own order, usually with instructions to the carrier to 
notify the consignee when goods have arrived. The shipper then 
endorses his name on the bill of lading to make it negotiable (it 
having been made out in his favor) and sends the documents to the 
consignee through a trusted agent, usually a bank. When the c<mi- 
signce pays for the goods, or accepts a draft drawn against him, 
the bill of lading and other shipping documents are surrendered 
to him by the agent; otherwise not. The shipper having endorsed 
the bill of lading in blank, thus making it possible for any name to 
be filled in as the person authorized to receive the goods, the buyer 
can easily designate himself as recipient. 

10. Draft Againit Documcots 

When a shipper, according to the terms of sale, sends a bill 
of lading made out "to order" endorsed in blank, accompanied by 
a draft on the buyer for acceptance or payment, the terms arc said 
to have been "draft against documents." The buyer must either 
pay the draft (if it is a sight draft) or accept it (if it is an after 
sight draft) before he can get the documents and hence the mer- 
chandise. 

11. Trade Accaptancea 

These are drafts or bills of exchange directly occasioned l^ 
an actual trading transaction. For example, a draft drawn by a 
shipper for payment in full or on account of merchandise shipped 
and accepted by the consignee is known as a "trade acceptance" 
when the draft has been accepted by the drawee. 
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A draft drawn against A by B for an amount past due by A 
to B for a loan would not, however, be considered a trade accept- 
ance, even thou^ accepted by A ; this would be simply an accepted 
draft. 



12. Ba 

Occasionally a concern desires to raise money from a bank. 
It may draw a draft on the bank which the bank, although it owes 
nothing to the drawer, may accept. This is called a "bank accq>t- 
ancc." A draft accepted by a well known bank may easily be sold 
!n the open market or even discounted with the bank that accepts 
it and funds obtained accordingly. 

A bank acceptance is merely one form of bank loan. The 
draft when due has to be paid by the drawer. The bank chaises 
an "acceptance fee" in addition to any amount charged for 
discount. 



13. Lotfen of Credit 

There arc two kinds of letters of credit — Travelers' and Com- 
mercial, 

The former is designed to make it easy for a traveler to rwse 
money in a foreign land where he may be personally unknown. 

The procedure would be as follows: Arrangements would 
be made with a bank in the traveler's home country to issue a letter 
of credit to the traveler for a certain amount, say $10,000, before 
he leaves, which would be merely a form letter of the bank. Stating 
that the person named therein is entitled to draw any amounts not 
exceeding in the aggregate $10,000 from institutions with which 
the home bank has business relations in foreign lands, provided the 
traveler produces certain forms of identification and his signature 
corresponds with the sample signature appearing on the letter of 
credit. 
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The traveler secures money by drawing a draft on the home 
bank and selling it to a bank or banking ^ency in the country in 
which he is traveling, the home bank guaranteeing to pay any such 
draft drawn in accordance with the terms of the letter of credit. 

The foreign bank or other banking agency endorses on the 
letter of credit the amount of each advance given. 

Commercial letters of credit are used to finance business 
transactions between a seller and a buyer who arc unknown to each 
other, or where there is some doubt on the part of the seller as to 
the financial responsibilities of the buyer. 

The seller may ship goods to the buyer "draft against docu- 
ments" but if the buyer refuses the draft, the goods will be on the 
seller's hands, far from home perhaps, and additional expenses must 
be incurred. To avoid just such an occurrence, the seller asks the 
buyer to arrange a commercial letter of credit with his (the 
buyer's) bank. If this is done, the seller can ^ip the merchandise 
with the assurance of a letter of credit that the bank will htHior 
his draft. 

The bank, in turn, would collect from the buyer. The bank, 
in other words, guarantees payment by the buyer and is willing to 
do so (for a financial consideration), being satisfied that the buyer 
is a responsible party, although the seller may not be in a portion 
to know that. 

A revocable letter is one that can be revoked any time prior 
to the transaction by any party involved. An irrevocable letter 
cannot be revoked except by agreement of all parties concerned. 

Following is a specimen of a traveler's letter of credit: 
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CIRCULAR LETTER OF CREDIT 
New York, 



To Messieurs, our Correspondents and others. 

Gentlemen : 

We beg to introduce and recommend to your courtesies 
M. 

to whom you will please furnish funds to the aggregate amount of 

against. jight drafts on 



Each draft must be marked as drawn under Letter of Credit 

No issued by The Trust Company 

and the amount must be endorsed on the letter and the letter itself 
surrendered and attached to the draft by which this credit is 
exhausted. 

We request you to buy such drafts at the current rate of ex- 
change, deducting your charges, and we engage that the drafts 

shall be duly paid in 

if negotiated not later than "... 

Please have all drafts signed in your presence and compare 
the signature thereto with the one below. 



Very respectfully yours. 

Trust Company. 
Signature of 

Countersigned. ^....-jLiOOQlc 
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14. PurchaM Order 

An up to date house will not place an order from another 
house except on a regular "Purchase order" form, duly num- 
bered, which sets forth certain conditions under which the 
purchase is made and requests the seller to refer to the Purchase 
Order number on all packages, invoices and correspondence relat- 
ing to goods purchased. If this is done, the invoice, when received 
from the seller, can be easily matched and checked with a. copy 
of the Purchase Order that gave rise to the t 



OAIW DELIVERY CO. ™""i «" 

3650 ft»i*R Street CAMimia, H,Y.-^a«,J_lftiA No 'vn i. 



l.4i. §V)t ftn-^ 



ISjti tocLui 



n[^. 



DAIRY DEUVERY CO. 
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15. General Average 

General average is a term applying to marine insurance, 
denoting a loss incurred for the benefit of all parties financially 
interested in a ship's voyage. The sacrifice must be a voluntary 
one to prevent an imminent disaster. It must also be made to 
protect the interests of the vessel, as well as of the cargo stowed 
therein. Furthermore, the results must justify the act. 

All interests must contribute ratably toward the loss incurred. 
For example, if A shipped merchandise worth $100,000 which was 
tossed overboard in a Storm to prevent shipwreck, the ship owner 
and all shippers, including A himself, would have to contribute 
toward the $100,000 loss in the ratio that each financial interest 
protected thereby bore to the whole financial interest involved. 

If a Marine Insurance policy, covering general average losses 
is taken out, the insurance company will, of course, assume any 
payment required by reason of such losses. 

16. Particiilar Average 

Particular average, another marine insurance term, applies 
to losses sustained by one or more shippers or by the owner of the 
vessel, resulting from accident and not from voluntary act. If salt 
water damaged a package, or a package was accidentally dropped 
overboard from the ship's tackle, these would be particular average 
losses. 

Such losses are not compensated by pro rata contributions from 
shippers and ship owners, but are recoveraWe only in event of 
having been covered by particular average insurance. 

17. Co-mHVuice 

This is a fire insurance term. TTie percentage of co-insurance 
principally used is 80 per cent, and the clause is usually worded as 
follows : 

"The premium having been reduced in consideration of this 
condition, the insured shall, during the currency of this policy, 
maintain insurance concurrent with this policy on each and every 
item of the property insured to the extent of at least eii^ty per cent 
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of the actual ca^ value thereof, and if the insured shall not do so, 
the company shall only be liable for the payment of that propor- 
tion of the loss for which the company would have been liable if 
such amount of concurrent insurance had been maintained." 

In the case of fire insurance, it does not matter how much 
insurance one takes out, he cannot collect more than the actual 
loss sustained. With a co-insurance clause in the policy he may 
not collect even the amount of insurance carried, although the 
actual loss may amount to more than that. This will happen if 
the insured has failed to insure his property to the extent of 90% 
of its value. 

Assuming a value of property at the time of loss of $10,000, 
insurance actually carried $6,000, and an actual loss of $6,000, the 
assured under the co-insurance clause would be able to collect 
only $4,500. 

The reason for this is that he a^eed to maintain insurance to 
the extent of 80% of the value of the property insured, or $8,000, 
but he took out only $6,000. He, therefore, automatically, became 
cc»-insurer to the extent of the difference, $2,000. Consequently, 
the loss is divided betwem the company and the insured as follows: 

Company 6/8 $4500.00 

Insured 2/8 1500.00 



$6000.00 



The insured would receive wily $4500.00 from the cwnpany. 
He would have to stand $1500.00 as his ^are of the loss as penalty 
for not having lived up to his agreement. 

The error is often made in assuming that the "80% clause" 
means that the insured will collect only 80% of the amount of the 
loss. He can collect the full amount of the policy provided that 
amount does not exceed the actual loss and further provided that 
the property has been insured to the extent of 80%. If he did not 
carry insurance to the extent of 80% of the value of the pri^erty, 
he will not be reimbursed for the full amount of the loss, because 
he must share the loss in the ratio that the amount of underinsur- 
ance bears to the amount of insurance agreed upon. 
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If he did not carry insurance to the extent of 90% of die 
value of the property, he might still collect the full amount of die 
policy provided the insurance company's proportion of the loss is 
not less than the amount of the policy; otherwise not. The insur- 
ance company will not pay more than its proportion of the loss, 
regardless of the amount of the policy. Therefore, the amount of 
the policy must be disregarded, unless the insurance company's pro- 
portion as worked out on paper would be equal to or in excess of 
the policy, in which case the insurance company's liability is the 
amount of the policy. 

To illustrate: 

Case 1. 

Pnverty value 10,000 

Amount of Insurance Policy. 6,000 

Loss (total) 10,000 

The insurance company's proportion would (the- 
oretically) be 6/8 or 7,500 

In this case, the insured could ct^lect only $6,000 as that 
was the amount of die policy. The company's propordon of 
the loss, aldioug^ theoretically, $7,500, would be limited to 
the amount of the policy. 

Case 2. 

Property value 10,000 

Amount of Insurance Policy 6,000 

Lcres (Partial) 2,000 

Insurance company's proportion of loss 6/8 1,500 

Insured's proportion of loss 2/8 5(X) 

2,000 

In this case the company's proportion of $1,500.00 would 
be both theoretical and actual, as it was less than the amount 
of die policy. L.,i,.,...i.,C-'OC->g[c 
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18. ShmiRato 

If fire insurance is cancelled by the insured before the expira- 
tion of the period for which it was taken out, the insured cannot 
expect to receive a return premium proportionate to the elapsed 
time. In others words, if he paid $80 for insurance covering a 
year and decided to cancel at the end of six m<Mith3, the company 
would not return $40.00, but only $24. The proporticm returnable 
is based on the "short rate." 

The short rate more nearly approaches the actual proportional 
rate as the period of insurance approaches expiration. For 
example, the insured would receive in the case of a yearly premium 
a. return of nearly one-twelfth if he did not cancel his insurance 
-until the end of eleven months. Insurance companies publish 
regular short rate tables. 

Following is a table showing the percentage of premium 
returnable when the insurance is cancelled by the insured (short ^ 
rate) and the percentage returnable when the insurance is can- 
celled by the insurance company (pro rata rate) : 

Percentage Returnable 
If cancelled at end of Short Rate Pro Rata Rate 

1st month 80 91^ 

2d month 70 83j^ 

3d month 60 75 

4th month 50 66^ 

5th month 40 58?^ 

6th month 30 50 

7th month 25 41 ^ 

8th month 20 33j4 

9th month 15 25 

10th month 10 16^ 

11th month 5 8}4 

12th month 

19. Cadi Somndw Value 

Cash surrender value is a term commonly applied to life 
insurance, and represents the amount returnable by the insurance 
company, in case the insured surrenders his policy. The greater 
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number of years premiuois have been paid, the greater the casli 
surrender value. The policy contains a table lowing the cash 
surrender value at the end of each year. It also contains a table 
of "loan values" or amount that may be borrowed from the com- 
pany at any time with the policy as collateral. 

20. Ciwlit Mononuidms 

Credit memorandums are memorandums issued by a com- 
pany usually to one of its customers covering an adjustment of a 
previous charge. For example, if a customer for any reason returns 
merchandise for which he had been billed and the company accqits 
the return, it will issue him a credit memorandum, showing the 
detail of the goods returned and the amount credited to him on 
that account. 

21. Boui*, MorlgagM and Deed* of Trwt 

A bond is a document signed under seal, promising to pay a 
definite amount of money at a ^>ecitied date. 

A mortgage of real property is an assignment by one party to 
another of certain real estate as security for the payment of a note 
or bond with the agreement diat the mortgagor (the one who 
executes the mortgage) is entitled to clear the property of the 
encumbrance by paying the note or bond and interest (if interest 
is included, as it usually is). If he fails to repay in accordance 
with the terms of the note or bond the money borrowed the mort- 
gagee (the one in whose favor the mortgage is made out) may 
"foreclose," that is, proceed to sell the property after certain legal 
requirements have been satisfied, and apply the proceeds to the 
reduction of the indebtedness. 

A large corporation owning considerable real estate may want 
to borrow a large amount of money and give as security a mort- 
gage on its property. Being uanble to find any one person who 
can or would loan the whole amount desired, the corporation will 
proceed to "float a bond issue," that is to say, it will issue a series 
of notes or bonds in denominations of $1,000 eadi or lem, to be 
sold to as many investors as are necessary to raise the money needed. 
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It would be impracticable, however, to issue mor^ages to each 
individual bond holder. Therefore, the plan usually followed is 
to convey a deed of trust to a trustee, who acts as ^;ent for all 
bondholders. The deed of trust stipulates among other things 
the conditions under which the bonds arc issued and may he 
redeemed, and describes the property pledged for the payment of 
principal and interest. 

The bond refers to the trust agreement and the trust agree- 
ment sets forth in full the terms of the bond. 

The' trustee can foreclose on behalf of the bondholders in case 
the terms of the bond are not met. Or any bondholder may do so, 
if he can show the court that foreclosure proceedings arc necessary 
and that the trustee refuses to act. 

Bonds are more formal than notes. Notes require no seal 
and are usually given when the amounts involved arc compara- 
tively small and are borrowed for a short time. 



A contingent liability is one that may, under certain condi- 
titHis, become an actual liability at some future date, the possibility 
of which at the present time seems rather remote. 

Examples of contingent liabilities are guarantees of various 
kinds under which the guarantor becomes responsible for the debt 
of another, if not paid, including accommodation endorsements mi 
notes, or endorsements on notes discounted. Other examples are 
contested claims or suits for damages. 
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QUESTIONS 



1. What is the distinction between an Invoice and a 
Monthly Statement rendered to a customer? 

2. Distinguish briefly between the tenns General Average 
and Particular Average. 

3. Explain briefly the meaning of the terms: 2% ten days; 
30 days net; F. O. B. Factory; C. I. F.; F. A. S. 

4. Name two uses of a Purchase Order. 

5. Name the four principal kinds of discount. 

6. Name two kinds of letters of credit and dieir respective 
uses. When do you think you would ask for an irrevocable com- 
mercial letter of credit? 

7. When might a life insurance policy be used as collateral? 

8. Distinguish between a trade acceptance and a bank accept- 

9. What arc railroad bills of lading used for? Ocean bills 
of lading? What method does a shipper usually employ to assure 
payment by the buyer for merchandise on arrival at destination? 

10. What is the main difference tctwcen a note and a bond? 

11. Under what circumstances would the insured collect the 
full amount of his loss if his policy included "an 80% clause?" 

12. Under what circumstances would he fail to collect the 
full amount of his policy even though the loss exceeded the face 
value of the policy? 

13. De£ne contingent liability. 

14. Why are deeds of trust created? 

15. If you were to cancel your lire insurance before the 
expiration of its term would you receive a return premium for the 
unexpired period in proportion to the amount you paid for th^lc 
whole term? Would the return premium be more or less? 



How to Study LeMon Nine 

St^ 1. ^ply Rule VIL Review Previom Lcmoiu. 

Review especially Lesson Seven and the first part of Lesson I'^vc. 

Step 2. ^ply Ride IL Make Your Prdnninary Sur- 
Step 3. Apply Rule L Pnt S<Mne QoertuHis to This 



Step 4. Apply Ride* m, XV, and XVL Make Yoor 
Outline of the LeMon. 

Step 5. Apply Rule IX. Use Your Iiiiagiiiati<»i Freely. 

Make practical applications to special cases. 

St^ 6. Ride XVni. Study Critically. This lesson re- 
quires that you exercise your powers of discrimination. We en- 
deavor here, as elsewhere, to present the facts and principles of 
accounting in an unbiased manner. It is left to you to decide 
whether you will accept certain principles as applicable to your 
particular line. 

In studying this lesson and all lessons you should assume a 
critical attitude. Don't swallow wholesale everything that is told 
you. Not that we would mislead you. This is not the idea. The 
idea is that we want you to develop your powers of discrimination 
and judgment. If you get into the habit of taking in everything 
that you read or hear, you may get badly fooled some time. An 
accountant above all should be able to discriminate. 

Step 7. Apply Rulea V and VI. Check and Grade 
YooTMlf. 
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VOUCHER SYSTEM 
1. Vouchor Register EUminatet Accowits Payable Ledger 

Controlling accounts, as we have seen, facilitate booklceqiing 
by providing a practical plan of subdividing ledger work. They 
are also of great assistance in allocating errors to certain groups 
of accounts, but they cannot be said to have reduced the actual 
posting work done previous to their adoption. On the contrary, 
they have increased it by the amount required for thrir own main- 



The voucher system, on the other hand, has made it possible 
to lessen bookkeeping to a certain extent by making a special form 
of journal known as the voucher register supply the detail of a 
company's liability to creditors, in place of the individual personal 
accounts which we have heretofore considered. 

To comprehend the above statement you must first understand 
the purpose and the working of the voucher register. 

2. Voudier Register Principally tor Large OrganizatioDS 

The classification of purchases or expenses of any concern 
depends upon the size and nature of its business. It may handle 
one line of merchandise or several; it may incur a few different 
kinds of expenses or many. The voucher register is designed 
principally for large organizations in which the number of bills 
handled covering purchases and expenses are not only voluminous 
but also of great variety. 

In principle the Voucher Register is similar to the Purchase 
Journal already described, with a column for the amount of each 
bill received and distribution columns for classification. 

3. Recn-ding Liability as Incurred 

Most bills covering purchases are subject to a discount, usually 
2%, if paid within a given period, usually 10 days. Expense bills, 
must, as a rule, be paid in full. Generally speaking, they should 
also be paid at once, but in practice this is seldom done. A busi- 
ness house will ordinarily wait until the last day the discount will 
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be allowed before paying for a purchase, or it may wait still 
longer and forfeit the discount. As to when expense bills will be 
paid much depends upon the condition of the cash balance and the 
insistence of creditors. The point is that both bills for purchases 
and bills for expenses are seldom paid on the day received, but if 
they are a proper liability, they should be recorded as soon as 
possible, the purchase items that the merchandise account may be 
truly stated, and the expense items that the expense accounts will 
be charged for expense obligations as incurred. It is one of the 
cardinal principles of accounting that the month in which an 
expense item accrues is the month that should bear the burden of 
it, rather than a subsequent month. This rule would be constantly 
violated if expense bills were not recorded and chai^d to expenses 
until paid. 

4. Voucl^cr Regitter Serves Tvn> Mam Purpoaes 

To accomplish two main purposes the voucher roister has 
been evolved, namely, to make it convenient to record and classify 
all bills as soon as they are received and to eliminate the necessity 
for the accounts payable subsidiary ledger. How this is done, you 
will see shortly from a description of the voucher register. 

5. Voucher* 

But first, let us explain what a voucher is, because the 
voucher has to be made up before it can be entered in the voucher 
register. The word "voucher" as commonly applied to bookkeep- 
ing means a paper or document of some kind used in support of an 
entry either in the cash book or the journal, after it has been duly 
certified as correct by a person in authority and in a positioti 
to know. 

Hence, a creditor's bill for goods or services rendered, duly 
approved for payment by one qualified to do so after he has satis 
fied himself that the liability is genuine, is a voucher. Evidenie 
that the bill has been properly checked and approved for payment 
may be endorsed on the face thereof, either in a place provided by a 
rubber stamp, or on a sticker attached, or it may appear on tlie 
voucher back. 

Or, a detailed explanation of a journal entry, with papers 
attached that gave rise to the journal entry, such as, for exairplc, 
a customer's letter of complaint, may be a voucher. The formei is 
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usually called an "audited voucher" and the Utter a "journal 
voucher." 

6. Voucher Backa or Jackett 

Creditors' bills are never uniform in size and, of course, vary 
as to classification of purchases and expenses. To facilitate filing 
and to provide a specified place for noting the account to which a 
particular bill should be charged, most business houses in which 
the voucher system has been installed, use a voucher back or 
. voucher jacket. The back may be of material stiff enough to 
stand in a filing cabinet and yet not too stiff for folding length- 
wise in the middle with papers enclosed. Or it may be what 
amounts to a piece of cardboard. In the second case, the papers 
would probably be attached by staples and the voucher filed "flat," 
standing on its side. The jacket is like a long narrow envcltqw, 
without a Sap, into which the supporting papers arc put for filing. 
There is no fixed rule as to what kind of back should be used for 
audited vouchers. 

Whatever the form, however, there is usually provision for 
recording thereon the voucher number and amount, the due date, 
the name of the creditor, and the account or accounts . to be 
charged. The due date, generally speaking, is the last day on 
ndiich die bill can be paid widi discount privil^es, or if tiiere are 
no discount privileges the last day before which the bill bec<»nes 
past due. 

Sometimes in large organizations that have an elaborate clas- 
sification of expense accounts, the whole classification may be found 
printed on the voucher back with the idea of having the amount 
of any voucher put opposite the classification to which it applies. 
This is helpful to the clerk who subsequently enters the voucher 
in the voucher register. In smaller organizations, where it is easy 
to remember a limited classification of accounts, l^e classification 
may be typed as the voucher back is prepared. 

7. Voucbo- Numbers 

Vouchers are numbered from one up in die order in which 
they are prepared. When the numbers get too high, it is cus- 
tomary to start with number one again. Or it may be the practice 
to begin a new scries of numbers at fixed intervals, say, the first of 
each year. Sufficient time should elapse, in any event, before 
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re-numbering in order to avoid confusion that might be caused by 
two different vouchers having the same number. 

8. DhMtration <rf Voucher Back 

An illustration of the outside of a voucher back, one that 
is folded in the middle and filed on end, is as follows, the inside 
(to which the supporting bills are attached) being blank: 



DATE JJfiOiLI Amount $.££fiJif 



VOUCH tR No_6ai.^ 



DATE fc'fc^/CHECK No.yVJ? 



PAPER 

INK 

JOB DEPT. STOCK 



EDITORIAL 

COMPOSING 

STEReOTVPe 

PRESSROOM 

aRCULATION 

AOVERTISINC 

BUSINESS OFFICE 



UGMT AND POWER 
TELEntONC 
LEOAU 
DONATIONS 
SUBSCRIPTIONS 
AND DUES 






PUPARED BV *fl. 'Ll*,Aa 

CHECKED itv .fl .fh .G..A'.lTi, 
APPROVED |W,fl»rit ^tajmnn 



5 (9) VOVCHER SYSTEM 

You will further observe that the voucher back gives not only 
the name of the account but its number as well. The numbering of 
accounts has been generally adopted for tiie purpose of quick 
reference by large organizations where a great many accounts are 
necessary. 

9. Vouchor Register Ezplamed 

Looking at Figure 1, note that the Voucher Register in its 
arrangement of distribution columns for classifying entries is not 
unlike the Purchase Journal. The distribution columns of the 
Purchase Journal, you will remember, analyze the purchases 
according to the commodities bought. In the Voucher Register 
arc included expense bilb in addition to purchases, which are 
analyzed according to the nature of the expense. Expenses may fall 
into a few groups or into many, depending largely upon the 
activities of the business. 

The captions of the columns in a voucher register for the 
distribution of vouchers should follow the classiiicatitm of 
accounts appearing on the voucher back. If this is the case, the 
voucher register clerk can, with a minimum of time and effort, 
distribute the amount to Che correct column, the one that cor- 
responds with the distribution appearing on the voucher back. 

It goes without saying that it would be impracticable to have 
a column in the voucher register for each and every kind of 
expenditure that may be incurred. A ctmiprunise is made by 
having columns for those that occur most frequently and a "Mis- 
cellaneous" column for all others. If an item is distributed to the 
"Miscdlaneous" column the name of the expense account (or 
number) must be written before it, and all items in this column 
must be posted separately to the ledger. The only alternative is 
to analyze the total of tlic Miscellaneous column at the end of 
the month and to post to the ledger from such analysis or summary. 

For the sake of reference the columns of the Voucher Regis- 
ter, as illustrated by Figure 1, are numbered. 

In column 1 should be entered the Voucher mirober. 

In column 2 should be entered the date of the creditor's 
invoice. 
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In column 3 should be cntereitbe'ii^; bi^i^ii^^^tSr:;. 

Column 4 is for brief details (if desired). 

Columns 5 and 6 are for the purpose of recording items to be 
credited to accounts other than creditors. Such items are not to 
be paid but are in the nature of journal entries to be charecd to 
certain expense accounts, it having been found convenient to pro- 
vide this means of doing so through the voucher register. 

Column 7 is a checking column to indicate that the amounts in 
column 6 have been posted to the ledger. Items in a Miscellaneous 
column, we repeat, must be posted separately and not in total, be- 
cause the total is the sum of various kinds of items. For a total 
to be posted it must represent the sum of the same kind of items. 
Or, as previously stated, the total may be analyzed at tiie end of 
the month and the posting done from tlie analysis, which should in 
that event be shown beneath the total. 

In column 8 should be entered the amount of the bill. Notice 
that the caption of the account reads credit "Vouchers Payable" 
instead of "Accounts Payable." This is the name given to the 
new account in the general ledger, which, when a voucher system 
is installed, takes the place of the Accounts Payable cwitrolling 
account. 

10. How Credit MantMrandtans Are Entered 

Under the voucher system credit memorandums received may 
be entered in a similar manner as the regular vouchers, except that 
they should be recorded in red ink, being deductions from the 
voucher?. The amount of a credit memorandum received from 
any one creditor is deducted from the amount of any bills that may 
be on hand for payment to that creditor, and a check is drawn for 
the net amount, that is, if the credit memorandum is not in excess 
of the bill or bills to be paid. If the credit memorandum is too 
large to be deducted from bills, the creditor may be asked for a 
remittance, or he may make a remittance voluntarily. 

11. Reason for Poctinc PsTmenti to Voocher Register 

The individual creditors' accounts having been abolished 
under the Voucher System, the items in column 8 are not posted 



to th<L*'Cifijit,\>f *J|tdtiQ]iul.'fiC<»tInts in a subsidiary ledger. The 
individual account, after all, records only the credit for bills on 
the ri^t hand side and the debit for payments and allowances on 
the left. If bills are paid as credited the debits will exactly offset 
the credits. Why then go to the trouble of opening individual 
ledger accounts and crediting them with items that are almost 
immediately closed by a corre^onding debit, especially if transac- 
tions with many of the creditors are few and far between? Why 
open up a great many individual accounts in which there may 
appear only one credit and a corresponding debit once in six 
months? How can this be avoided? These are questions the 
person who conceived the voucher register asked himself and then 
solved the problem by providing space in the voucher register right 
next to the amount of the creditors' bill for the date of payment 
and the check number reference. (See columns 9 and 10.) 

12. When Voucher System U Awkward 

This idea is entirely practicable, if the amount paid is the 
exact amount of the bill. If a company is obliged to make partial 
payments and subsequently pays the balance due on several bills 
of the same creditor by one check, the voucher register is an 
awkward system, and the individual creditors' accounts are to be 
preferred. 

The voucher register is best adapted to a business that is large 
and in a position to pay its bills in the exact amounts; for then 
it is easy to keep the detail of the liability to creditors in the voucher 
roister, such detail being the unpaid items spearing in column 8. 

13. AcccMsaU Wilh Individiial Vouchers Instead of Indi- 

ndnal Creditors 

As far as accounting for unpaid bills is concerned, the dis- 
tinction between the Voucher Register and the Accounts Payable 
Subsidiary ledger may be expressed as follows. When the 
Accounts Payable ledger is used accounts are kept in a separate 
ledger, showing bills credited, payments charged, and balance due 
to each creditor. When the Voucher Register is used, accounts 
arc kept in the Voucher Register itself with each voucher. The 
entry of the bill in the Voucher Register is the equivalent of 
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crediting Mr. Voucher; the posting'of the date of piym'ehV after 
the amount of the bill is the equivalent of charging the same Mr. 
Voucher and automatically closing his account, provided the pay- 
ment exactly equals the bUl. Thus the work of posting bills to 
the credit and payments to the debit of individual ledger accounts 
is made unnecessary. 

The Vouchers Payable controlling account in the general 
ledger controls the unpaid bills in the voucher register, exactly 
as the Accounts Payable controlling account controls the individual 
accounts in the accounts payable subsidiary ledger. To express 
it differently, the balance of the Vouchers Payable account must 
equal the sum of the cq>en items (those not marked paid) in the 
voucher register just as the balance of the Accounts Payable 
control must equal the sum of the balances of the individual 
creditors' accounts. 

14. Unpaid Voochen File 

When the voucher system is employed, payments of bills are 
charged through the check record to Vouchers Payable account 
instead of to Accounts Payable. It is customary in an office using 
the voucher system to have an unpaid voucher file separate from a 
paid file. In the former the vouchers will ordinarily be arranged 
by due dates to provide for bills being paid at the last possible 
moment, but in time to save the discount. If you can visualize the 
removal of vouchers from the unpaid file on their due date, and 
immediately associate with this act the removal of the correspond- 
ing entries in the voucher register as open items by the posting of 
the cash payments, it will be perfectly clear why for every open 
item in the voucher register there should be a corresponding 
voucher awaiting payment in the unpaid file. Hence the 
Vouchers Payable account may be said to control the actual vouch- 
ers in the unpaid file, as well as the open items in the voucher 
register. 

15. Diitribution Ctdumns Dqiend Upon Clatsification of 

Accomb 

The headings of the distribution columns of the voucher regis- 
ter, illustrated by Figure 1, have not been printed in. The headings 
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as well 'as the' number of distribution columns of any voucher 
register will depend upon the number and the classification of 
accounts used. Where a great many columns are necessary, as in 
the case of a railroad company, there may be one or more short 
sheets inserted between two large sheets to provide for complete 
distributions within a book of reasonable size to handle. 

16. Rtondily Pottmgi 

At the end of the montii, the total of column 8 should be 
posted to the credit of Vouchers Payable account, and the total of 
each distribution column, except the Miscellaneous column, should 
be posted to the debit of the account called for by its caption. How 
the items in Miscellaneous columns should be posted has already 
been explained. 

The cross- footings of the distribution columns should equal 
die total of Column 6 plus the total of column 8, and this proof 
^ould be made before any totals are posted. 

17. Accovita With Crediton not InditpemaUe 

You have probably been asking yourself before this how a 
business can know, unless individual ledger accounts are kept, the 
total it owes to any creditor when two or more bills of the same 
creditor may be unpaid, each entered on a different page of the 
voucher register. It is not, as a rule, necessary for a big organiza- 
tion to know how much it owes to any one individual. It is suffi- 
cient if it knows how much it owes to individuals in the aggregate, 
provided the detail that makes up the total is available. Therefore, 
the bookkeeper will be permitted to keep such detail in the 
voucher register if that will save him any work. 

"But," you persist, "suppose a dispute arises with a creditor. 
How can his statement of account be checked with a voucher 
register containing thousands of items without a great deal of 
trouWe?" For this very reason many concerns maintain a voucher 
register index. This consists of a card for each creditor, detailing 
the number and amount of all vouchers appearing in the voucher 
register in his name. This index is considered less trouble to keep 
up than individual accounts, principally because the cards require 
less detail work, and are more convenient to file and to handle, 
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especially where there are hundreds of creditors. But some con- 
cerns find it unnecessary even to keep an index, and prevent dupli- 
cate payments by endorsing on a copy of the order that gave rise 
to the bill the voucher number under which the bill was vouchered. 
Then, if a duplicate bill is presented for payment, it will be 
noticed in checking against the order that a previous bill had been 
vouchered. Furthermore, in case of a dispute with a creditor, the 
creditor can be called upon to state the company's order number 
covering the item or items in dispute, and then it can be easily 
determined whether payment was made or not by tracing throug}i 
the voucher number. 

If a business is well organized so that bills are checked and 
vouchered promptly and are paid when due, it will have few' dis- 
putes with creditors to settle. Such a business argues that it is a 
waste of time to keep the detail of hundreds of creditors' accounts 
in order to be able to investigate a few differences that mifht arise, 
particularly when they can be traced as conveniently in another 
way. 

18. Ptaof of D«tMl 

Referring again to Figure 1, if Vouchers Payable account in 
the general ledger showed a credit balance of $777.80, the "detail" 
would be said to be in agreement with the control, as proved by 
taking a list of the unpaid or "open" items in the voucher register 
as follows: 

Voucher No. Amount 

1002 590.60 

1003 120.90 

1004 50.10 

1007 16.20 

777.80 

It is assumed, of course, that all vouchers prior to those 
recorded on Folio 31 have been paid. 
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LESSON B-^IGURE 1 

The c(»nments below will be better understood after you have 
studied Lesson 7 on Controlling Accounts and X^esson 9 on the 
Voucher System. 

The upper part of the figure illustrates die use of a Purchase 
Journal, and the lower part the use of a Voucher Register, shown 
together here principally to bring out the contrast. When you 
are using form 5-4 as a Purchase Journal cross out the words "or 
Voucher Register" and when you are using it as a Voudier 
Register cross out the words "Purchase Journal or," 

As a rule, only invoices representing purdiases are entered in 
a Purchase Journal, whereas both expense bills, and !nv<Hces for 
purchases are generally entered in a voucher register, alriumgh it 
is possible, of course, to have two records — a Purchase Journal for 
purchases and an Expense Journal, or Voucher Register, for 
expenses. 

The use of the Date Paid and the Check Number columns is 
explained in Lesson 9 on the Voucher Register. While these col- 
umns can be used, in connection with a Purchase Journal, in dlis 
illustration it is assumed that the business when using the Purdiase 
Journal, is keeping the individual creditor's accounts in an 
Accounts Payable Ledger. After the business adopts the Voucher 
Register, it is assumed that the Accounts Payable ledger is aban- 
doned, and the detail of amounts due creditors is kept in the 
Voucher Register. 

If an Accounts Payable ledger is kept, amounts entered in 
column 8 would be posted separately to the credit of individual 
creditors' accounts and the total would be posted to the credit of 
Accounts Payable account in the general ledger, assuming also that 
a controlling account is kept. If a control is not kept the total 
would not be posted to any account. 

Figure 1 shows an analysis of the purchases while the form is 
being used as a Purchase Journal, but when the form is used as a 
Voucher register you will notice that all purchases arc cliarsed to 
Merdiandise Purchases account. This docs not mean tliat the 
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purchases, as well as the expenses, cannot be analyzed in a voudier 
register, if such an analysis is desired, and there arc plenty of 
columns, but this is not done in the illustration. In actual prac- 
tice, additional columns to provide for an extensive analysis of 
vouchers could, as stated in the text, be provided by the insertion 
of a short sheet between two longer ^eets. 

The illustration shows postings to the ledger direct from the 
total of all columns except the two Miscellaneous columns (col- 
umns 6 and 23) the items in which are posted individually from 
those columns. Contrast this method with the method of posting 
monthly totals illustrated in figure 2 of Lesson 5 and you will see 
that it is more difficult to tell in the figure 1 of Lesson 9 whether 
or not the debit postings equal the credit postings. 
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QUESTIONS 
Lewim 9 

1. Define voucher. Give two examples of vouchers. 

2. Explain two ways in which the voudier register lessens 
bookkeeping. 

3. When would you install a voucher register? When 
would you be of^tosed to its installation ? 

4. How may credit memorandums issued by vendors be 
entered Jn the voucher register? Can you think of one or more 
alternative methods? If so, explain. 

5. Why are voucher backs used? Describe three kinds. 

6. How would you prove that the controlling account. 
Vouchers Payable, was in agreement with the detail? 

7. How arc voudicrs usually filed in the unpaid file and 
why? 

8. Under what circumstances would you in^st upon a 
voucher register index if you were called upon to install a voucher 
raster? When do you think one would not be necessary and 

9. What captions should the distribution columns of a 
voucher register have? 

10. Explain how postings to the general ledger from the 
voucher register may be made. 

11. Submit a proof that the detail of your Vouchers Payable 
account at May 31, 1920, is in agreement with the controlling 
account. 
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How to Study Lesion Ten 

Step 1. Apply Role VIL Renew Praviow Lwwnib. 

You have reached a point now where a general review of the pre- 
ceding nine lessons is essential. Lesson Nine marks the end of a 
group. Lesson Ten begins another group dealing with the Balance 
Sheet. Thus it is that we have reached a suitable place for a 
general review and summary. Before making such a review con- 
sider two more study rules. 

Ride XIX. Analyze and Organise Your Knowdedge 

Fundamentally accounting is the science of business analysis 
and organization. This fact is clearly seen in the preceding les- 
sons . Why not apply this principle to your study of these lessons? 
Here you have a large body of facts to classify and organize in 
your mind. A greater part of this we have done for you and will 
continue to do for you. But after all, if you arc to get the most 
from these lessons you must do a certain amount of analysis and 
classification yourself. Lorimer, in his letters to his son in college, 
writes: "There is a vast difference between having a carload of 
miscellaneous facts sloping around loose in your head and getting 
all mixed up in transit, and carrying the same assortment properly 
boxed and crated for convenient handling and immediate delivery." 

This is the ledger idea precisely. We recommend that you 
begin now and open up a "Set of Mental Books." In our first 
lesson in accounting we told you that a business obtained its capital 
to start with from the assets contributed by the proprietor; that 
subsequently the capital could be increased by the realization of 
profits. 

In your case it is slightly different. We assume you are 
beginning this course without any accounting capital. You must 
earn that capital little by little. As you learn something, that is an 
asset which you contribute to the business. Each new idea is a 
different kind of asset. Therefore, debit the appropriate account 
in your "Mental Led^r" with each new idea coming in. The 
credits, of course, will be to your capital account l i _ . ., CiOC^glc 



HO^ TO STUDY LESSON TEN 2 

Let jour outlines of cacli lesson rt p mei it journal entries. 
Every so often you should post diese facts to youi ledger. Some 
d^ yaa will be aUc to take oS a trill balance tbat will amaze yoa 
ay its lei^di. 

lUnXX. S b tm^ A emOmWtA TUtm m Yo» Kmrnhdw* 

In learning any new material yoo are bound to fivEct some 
other thing!!. It b inqranble far yaa to keq> all of tfaex facts 
in mind ^in^ ff f foa arc mating daily and constant use of than. 
In M'der to hold them in such shape that tbey can be easily recov- 
ered when needed, you ifaould review with an ejre to btrfsterii^ iq> 
the weak qiots. Do not ^loid too much time on thinp yon already 
know. This is a waste of time and energy. But pid out the tiling 
that seem particnlarip difficult for you to remember and study 
(hem not mcrdy to die point of immediate lecall, but overleam 
ihem. Overleaming guarantees rctcntioo. 

The diin^ diat you have hjiptttca should be reiXMed to the 
delnt nde of your "mental ledger." When you have anqdetdy 
mastered these iacta so that you are sure you can reniember diem, 
thai you may be sure that diey are pennanent investments. 

St«p2. ApplrRalalL Mwto « Pi iniiiii ij Smw^ 

ol 1 1— <■ Tm. 

Stmp3. ApplflUenL OMfae As Lomm. 




Sl«p6L ApplfRaleVL Gnd* YoaMlf. 
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THE BALANCE SHEET 
1. The Balance Sbeet a Medim ot Conveying Infonnatkn 

Bookkeeping consists of recording business transactions in 
ca^ t>ooks or journals as and when they occur, and later analyzing 
them by posting to ledger accounts. Accounting is the science 
that governs bookkeeping by dictating proper methods and correct 
principles in order that the books shall reflect true profits or losses 
for a given period and also the actual financial condition of a busi- 
ness at the end of that period. Accounting is the master, book- 
keeping is the servant. 

By financial condition is meant the state of affairs of a busi- 
ness in respect to its assets and liabilities and net worth, if any. 
If accounting had done nothing more than g^ven intelligent 
direction to the efforts of bookkeeping to produce correct records, 
its task would have been but partially completed. It is something 
to have a ledger in balance, but that is not enough. It is some- 
thing more to have a ledger in balance and to know that the 
accounts therein represent all of the assets and all of the liabilities 
at a given date and all of the profits or losses of a business for a 
given period, properly classified and valued, but that also is not 
enough. 

If information contained in books of account, no matter how 
well kept, could not be conveyed to anyone, of what use would 
the records be? Of about as much use as a deposit of coal that 
could not be mined. In days gone by the sole proprietor was prac- 
tically the only one interested in his business and as he kept the 
books himself, he, personally, knew how he stood at any time, 
assuming of course that he was a good bookkeqter. But modem 
business is not conducted in so simple and so secret a manner. 
Publicity is the present day rule, rather than the exception. This 
has come about by the growth of business units to such size that 
they are now rarely conducted or financed by a single person. They 
must call upon individuals for capital contributions, or banks for 
loans, or creditors for credit. As soon as this is the case, others '^ 
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than the direct managers of the business are concerned in its well- 
being and are entitled to know its financial strength and the story 
of its inside workings. 

To meet this demand for financial information the accountant 
has devised two principal statements, known as the "Balance 
Sheet" and the "Statement of Income and Profit and Loss" to be 
prepared from the books and submitted to whom they may ci 



2. Balance Sheet Defined 

The Balance Sheet is a statement of the financial condition 
of a business at any gwen moment. It is usually prepared showing 
all the assets owned by the business on the left hand side, "bal- 
anced" on the right hand side by its liabilities and net worth, that 
is to say, if there is net worth. If the liabilities exceed the assets 
there is a "deficiency," 

In sole proprietorships and partner^ips, the net worth is 
represented by the proprietor's or partners' capital accounts. Hence 
"capital account" on the right hand side of the balance ^eet 
balances the liabilities with the assets. "Deficiency" on the left 
hand side of the balance sheet balances the assets with the 
liabilities. i ' 

In a corporation net worth is represented usually by two 
accounts, "Capital Stock" account for contributions of capital 
from stockholders, and "Surplus" for increases in net worth due 
to profits. If the amount of capital contributed by stockholders is 
impaired through losses, there is said to be a "deficit." It is cus- 
tomary to show the deficit on the left hand side of a balance sheet 
and the full amount of capital stock account on the right hand side. 
Any one reading such a balance sheet must consider the deficit as a 
deduction from the capital stock to arrive at the value of the net 
worth, or the deduction may be made on the balance sheet itself 
(on the right hand side) and the net amount shown as capital 
worth. In the study of corporation accounting later on you will 
see why two or more accounts are kept to represent the net worth 
of a corporation. 
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3. Idea of Net Wordi Dow Not Oumge 

It should help you in the study of balance sheets to keep in 
mind the simple illustration used in the first lesson to the ef^ct 
that if all the so-called worldly wealth a man possessed was $100 
in the bank and all he owed was a doctor's bill of $10, his net 
worth would be $90. 

Take any business organization you wish from the smallest to 
the largest, the same simple equation holds true- You can always 
say without fear of contradiction that the difference between what 
it owns and what it owes is the measure of its net worth. 



Net worth may be and is called by various names according 
to the form of business organization to which it is applied, but the 
idea of net worth never changes. 

As has been stated, in a sole proprietorship the net worth 
is reflected in the balance of the proprietor's "capital account." 

In a partnership, the net worth may, as a rule, be determined 
by adding the balances of the capital accounts of the various part- 
ners. Partnerships are much the same as sole proprietorships, 
except that in the former the net worth is owned by two or more 
persons instead of one and various problems consequently arise as 
to the distribution of profits and losses. 

In a corporation the net worth is the "capital stock" account 
plus one or more kinds of "surplus" accounts. 

4, Accounting for Net Worth Differs in Different Forms of 
Organization 

With partnership and corporation accounting, you are not at 
present concerned. The subjects will be developed in due time. 
All you are asked to bear in mind at the moment is that partner- 
ships and corporations differ from the sole proprietorship, mainly 
in the matter of the distribution of profits or losses and the keeping 
of accounts representing the excess of assets over liabilities. As far 
as assets and liabilities themselves are concerned, the discussion of 
the theory and classification of accounts that follows applies equally 
to the three principal forms of business organizatidn, theStJilT^ 
prietorship, the Partnership and the Corporation. 
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5. EqulflHiui 



To refresh your memory with what has already been said, 
visualize this chart : 




You will notice that the dimensions of the square at the left 
equal the dimensions of the one at the rigjit, but that the latter is 
divided into two parts. Remember that if the square at the left 
grows larger or becomes smaller, that at the right must correspond- 
ingly grow larger or become smaller. 

Any expansion of the assets square must be reflected by a 
corresponding expansi(Hi in the upper or lower section of the square 
at the right or partly in both. Conversely, if the assets square 
decreases in size, either the liabilities must be reduced or the net 
worth section will feel the pinch. The great business game is to 
watch the net worth section grow and to fight against losses, which 
will cause it to shrink. 



If the same business showed the following Rnancial condition 
six months later the management could point to the fact that the 
net worth had increased, indicating that a profit had been made 
(assuming no contributions of capital). 
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Z^. 



But if the business showed the following financial condition 
the management would have to confess a loss for the six months 

(assuming no withdrawals of capital). 





Z2::. 



6. The Balancing of Boxes 

Now think of these diagrams as boxes with compartments, die 
capacity of each of which can readily be increased or decreased 
by the raising or lowering of shelves. 

The contents of the assets box and the contents of the liabil- 
ities box do not necessarily vary vntW the form of business organ!-, [^^ 
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Aside from exceptions due to the nature of the business con- 
ducted, you will find the same general run of assets and liabilities 
in a sole proprietorship or a partnership as in a corporation. You 
must look to the contents of the net worth box for the features that 
mainly distinguish corporation, panner^ip and sole proprietorship 
accounting, the one from the other, although at a whole the net 
worth box has the same attribute in any form of organization, 
namely, it measures the excess of assets over liabilities. 

7. Tlie Effect of Reomuigiiig, Addmg, or VilthdrawinK 
Coatenfa of B<ne* 

If instead of using mere boxes to illustrate a balance sheet we 
were to specify the contents of the boxes with the valuation of each 
item and to ask you to consider the contents as weiring dollars 
instead of pounds, a simple form of balance sheet could be graph- 
ically presented as appears on the following page. 

Obviously the contents of the assets box could be rearranged 
within the box in any manner desired without affecting the c<»i- 
tents or weight of either the liabilities or the net worth box, or 
the condition of equilibrium. Furthermore, the weight of any 
asset could be increased or decreased provided one or more of the 
other assets were correspondingly decreased or increased without 
affecting the total wei^t of the box, $60,000, or the condition 
of equilibrium. Similar remarks apply to the liabilities box. 

It must be remembered that only when the weight of one of 
the boxes changes must the weight of the second or third box, or 
both, change correspondingly to preserve equilibrium. 

To illustrate the foregoing statements: 

The cash could have been placed in the bottom compartment 
as well as not, and furniture and fixtures at the top without 
affecting the total weight of the box, $60,000. Or die cash could 
"have been put in the compartment where Liberty Loan bonds are 
shown and Liberty Loan bonds in some other compartment. In 
short, any rearrangement of assets desired, even tl\ough individually 
they vary in weight, could be effected without disturbing the 
equilibrium between the assets box and the two boxes on the right. 

Now suppose cash in the amount of $5000 was cdllcctcd from 
customers. The asset "Due from Customers" would not need so 
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much ^ace in the box, whereas cash would require more. All 
right, lower the shelf between "Cash" and "Due from Customers." 
A wei^t of $5000 has been removed from one compartment and 
put into another. Still the total weight of the box has not changed, 
and the state of balance has not been affected. 




TOTAL WEIGHT 60,000 



TOTAL WEIGHT 60.000 



Next take $4000 from the cash compartment to pay certain 
creditors. The weight of the liabilities box will be decreased 
$4000, but so will the weight of the assets box and still the equi- 
librium will not be disturbed. 

If cash to the extent of $2,000 is taken to pay the office help, 
the transaction represents an expense. The weight of the assets box 
is decreased $2,000 without a corresponding decrease in the lia- 
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bilities box. Hence to preserve the equilibrium the contents of the 
net worth box, namely the proprietor's capital account, must be 
decreased to the extent of $2,000. In the first lesson it was stated 
that an expense (representing asset value gone forever), must come 
out of the proprietor's pocket. Here is a practical illustration of it. 

Now suppose the merchandise of $20,000 was sold for $22,000 
and the cash collected. The assets box would have to be increased 
to accommodate the extra $2,000. The additional asset value of 
$2,000 coming into the business as a profit is put in the assets box. 
An additional weight of $2,000 is therefore added to the net worth 
box to preserve the equilibrium, as no additional liability is 
incurred. In the first lesson it was stated that the proprietor gets 
the benefit of any increase in asset value due to trading. Here is a 
practical illustration of it. 

In the foregoing illustration of a balance ^ect only a few 
assets and liabilities were listed and a sole proprietorship was 
assumed. It would be impracticable to attempt to detail here all 
of the assets or liabilities that might be found on the books of a 
large organization. The discussion will therefore be confined to the 
various main groups into which they have been divided by account- 
ants. If the theory of this grouping is fully understood and the 
character of the principal items in each remembered, you should 
have no trouble in classifying any asset or liability with which you 
may come into contact in your business life. 

S. Contents <A Bon» Should be Arranged in Orderly 
Faahion 

Emphasis has been laid on the fact that business transactions 
must be analyzed into their elements in order to produce ledger 
accounts which by their captions indicate their nature. In the 
next lesson you will see what use is made of this and how asset 
accounts of a kind are arranged together and subtotaled in a bal- 
ance sheet. In other words the accountant has not been satisfied 
with leaving the contents of cither the assets or the liabilities box 
jumbled but has insisted upon arranging cmnpartments within each 
for the assembling of items of a similar nature. Here again you 
come face to face with the work of analysis and classification. Ic 



QUESTIONS 
LmmbIO 

1. Define Balance Sheet and explain briefly its arrangement. 

2, What effect does the incurring of a liability have on Net 
Worth?; an expense?; an earning? 

3. Why are balance ^eets needed in general ? 

4. Would an asset acquired in exchange for another asset of 
half the value cut the net worth in two? If not, what effect, if 
any, would it have on the net worth? 

5. Illustrate die equilibrium of a balance sheet, preferably 
by a diagram of your own. 

6. In preparing a balance sheet should assets and liatMlities 
be arranged in any particular order? If so, v/hyi 

7. What accounts measure net worth in a sole proprietor- 
ship? A partnership? A corporation? Does the idea of net 
worth change with the form of organization? If not, why? 
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How to Stiuly Lesion Eleven 

Stop 1. Applr Ride VIL Review Prengui Lewmw. 

Review c^eciallf Lesson Ten for the purpo^ of connecting this 
lesson with it 

Step 2. An>ly Ride II. Make Yoor PrcJimmary Sor- 
vey. 

Stop 3. Apply Ride m. Outline the Leuoo. 

Step 4. Apply Ride XIL Get a Definite Idea. 

Be sure that you thoroughly understand the main groupings of the 
balance sheet. 

Step S. Apply Ride XL Make a DictioDary of Tech- 
mcal Terms. 

Step 6. Apply Ride VI. Grade Yourself . 
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THE GROUPING OF BALANCE SHEET ACCOUNTS 
AND PURPOSES SERVED BY BALANCE SHEETS 

1. Mam Balance Sheet Groiqii 

The grouping of assets and liabilities ordinarily appearing in 
a balance sheet will be explained at this point. A discussion of 
certain assets or liabilities, the understanding of which requires 
more advanced knowledge, is deferred. 

Assets are divided for balance sheet purposes into main groups 
principally as follows: 

Current Assets 
Investments 
Fixed Assets 
Deferred Charges 

and liabilities as follows : 

Current Liabilities 
Fixed Liabilities 
Deferred Credits 

Current Assets, sometimes called Quick, Liquid, or Floating 
assets, are those which it is the hope, belief and intention of the 
management shall be converted into cash in the ordinary course of 
business within a year, and cash itself. Such assets are principally 
those acquired for sale in the form as purchased or in a converted 
form, as, for example, finished goods or raw materials, or Aosc 
resulting frmn a previous sale, such as customers' balances due. 
They may, however, include dividends on stocks owned, declared 
but not yet received, accrued interest receivable, and other items 
not directly connected with sales. Accrued items will be explained 
shortly. 

In the Investment group arc included permanent or long 
tenn investments acquired for one reason or another, such as 

( 1 ) Stocks and Bonds purchased to secure a more or less lixed 
return for funds not needed as working capital) in the business. 
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(2) Real Estate, other Chan that used in die (^ration of the 
business, bought for investment or taken in exchange for a debL 

Fixed Assets, sometimes called Capital, or Pennancnt Assets, 
includa those acquired as necessary for the continued operation of 
the business and with the idea that they will be held permanently, 
or rather as long as they last or the business continues. Examples 
are land, building, machinery and equipment and furniture and 
fixtures. In this group arc also put such Intangible assets as patents, 
franchises, trade marks and good will. 

Deferred Charges are in the nature of expenses incurred in one 
period applicable to a period beyond the date of the balance dieet, 
or expenditures held in suspense for lack of information or any 
other good reason, until it can be determined how they shall be 
treated. 

Accountants differ somewhat in their judgment as to how 
certain assets should be classified, but we venture to say the fore- 
mentioned classifications are those most generally adopted. Some- 
times, however, you may see merchandise and expenditures applic- 
able to a period beyond the date of the balance sheet, appearing as 
"Working or Trading" assets. 

It has become the practice to include among Current Liabili- 
ties those that fall due within one year from the date of the bal- 
ance sheet. Time, rather than the nature of the security given 
for payment of the debt, governs its classification as current. Bal- 
ances owing to creditors and notes payable are the two liabilities 
most frequently found under this heading. 

Fixed Liabilities are liabilities that are not due for a long 
time. A funded debt, except one about to mature, is a fixed 
liability. 

Funded debt signifies that the funds borrowed were invested 
in permanent assets. Under the caption of Funded Debt would 
appear, however, only such funded obligations as mature later than 
one year after the date of the balance sheet. Those maturing 
within one year, as already stated, are included among the c 
liabilities. 
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2. lUiNtration of Groi^Hiig 

Referring to the simple form of balance sheet illustrated on 
page — , if the assets and liabilities were to be grouped properly, 
the balance sheet would appear as follows: Remember that if a 
business has only one asset or liability falling in any one group the 
asset or liability may usually be separately stated on the balance 
sheet without a heading. It is assumed that the Liberty Loan 
Bonds were purchased as a permanent investment 

Current Assets: 

Cash 4 5,000.00 

Accounts Receivable. 15,000.00 

Merchandise 20,000.00 

Total Current Assets. $40,000.00 

Liberty Loan Bonds. 3,000.00 

Fixed Assets: 

Land $10,000.00 

Buildings 4,000.00 

Horses and Wa^ns. 1,000.00 

Furniture and Fixtures. 2,000.00 

Total Fixed Assets..... 17,000.00 

Total $60,000.00 

LIABILITIES 

Current Liabilities: 

Accounts Payable $10,000.00 

Notes Payable 5,000.00 

Total Current Liabilities $15,000.00 

Mortgage 8,000.00 

Proprietor's Capital Account 37,000.00 

Total $60,000.00 'jc 
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3. GrcN^iins Fadlibites Valuable Compariioiu 

Balance sheets, having been desig;ned to picture the financial 
condition of a business at a given date, the assets and liabilities 
contained therein must be so grouped and arranged as to illuminate 
certain fundamental facts for the benefit of all concerned. 

Because the balance sheet ^ows current assets, investments, 
fixed assets, deferred charges, current liabilities, fixed liabilities, and 
deferred credits, comparisons can be readily made of one group wilh 
another, or of one group at the date of the balance sheet with the 
same group at the date of a previous balance sheet. 

Tendencies can thus be watched and, if necessary, guarded 
against, which might otherwise be lost sight of in a mass of detail. 
The balance sheet, being an epitome of hundreds of transactions, 
is a convenient and powerful instrument in the hands of an 
executive charged with business control. 

For instance, the proprietor, by contrasting the total of fixed 
assets as shown by the latest balance sheet with the total of fixed 
assets of a previous one, could tell immediately whether this group 
had increased or not. If he found an expansion in plant which in 
his opinion was justified neither by past business nor future pros- 
pects, he could investigate and trace the responsibility with the idea 
of correcting the evil, wherever it lay, or of changing some policy 
with which he did not agree. 

The comparison of current assets with current liabilities is 
perhaps of interest to more persons than the comparison of any 
other two groups shown on a balance sheet. 

The treasurer, for one, is vitally concerned. If it is appar- 
ent that liabilities falling dua within a short time cannot be met, 
he must take action immediately. Possibly he would be obliged 
to start a drive toward forcing customers to pay balances due or 
perhaps he might have to assign their accounts to some concern 
that makes a business of loaning on accounts receivable. Or he 
might try to persuade the bank to advance money on stocks and 
bonds or warehouse receipts as collateral, or on credit. In passing, 
it may be remarked that few treasurers depend upon balance sheets 
alone to guide them in their financial operations, for the reastHi that 
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balance sheets arc sddom prepared more often than once a mondi 
and then they do not appear until several days after the end of the 
month. A busy treasurer must have daily reports as to the condi- 
tions on which his actions are predicated. This is easily arranged 
by reporting to him daily balances of cash, accounts receivable, 
loans and the like through the medium of controlling accounts. 
However, the executive to whom the treasurer is responsible has a 
very good periodical check upon the treasurer and his activities 
by examining the balance sheet, and the treasurer in turn has a 
general check upon his subordinates. 

4. Hm Balance %eet a Means of C<Kitrol for Esecotne* 

The balance ^eet in a similar way is a medium of control for 
executives in charge of the collection, purchasing, and sales depart- 
ments. If accounts receivable and merchandise (both of which 
would be shown included in the current assets group) showed ten- 
dencies to increase unduly in comparison with sales, a reason why 
could be demanded by the executives. 

5. Banks Demand Balance SheeU 

Thus far have been mentioned only uses to which the balance 
sheet may be put by executives to check and control both tendencies 
and individuals within the organization itself, hut, as already 
explained, there may be various outside interests vitally concerned 
in the financial condition of a business and in its profits. 

It is becoming more and more the custom of banks to demand 
certified balance sheets before granting loans. While the bank 
is interested in the financial standing as a whole of any prospective 
borrower, its immediate interest lies in the excess of the borrower's 
current assets over current liabilities. If this excess is large, say 2 
or 3 to 1, the banker will feel reasonably sure that the loan will be 
repaid when due. The bank will, of course, demand cash, rather 
than any other asset, in payment of the loan and the proper place 
to look for cash is from the realization of current assets. The banker 
would not content himself with looking at the totals of current 
assets and liabilities alone. He would be very much interested in 
some of the accounts that made up the totals. If inventory were a . 
large item, for instances, among the current assets, he would like 
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to know whcdicr or not it was readily salable and wliettter the 
borrower had many orders cm his books which in the course of a 
short time would be billed. If so, the banker might be assured that 
a large part of the inventory would soon be converted into accounts 
receivable, which, as he would know, would be a decided step 
toward the realization of cash. 

Examining next the item of accounts receivable, the banker 
might ask some questions as to the possibility of collecting them all 
or a certain portion of them. He would also examine the current 
liabilities to see, if by chance, there was any indebtedness that would 
rank ahead of his advance. In short, the banker would examine 
the financial condition of the borrower with the idea of determining 
whether the business would i>e in a cash position to pay back the 
loan when due. 

A concern may have a large excess of assets over liabilities and 
still be unable to pay its bills, if the assets consist of things that 
cannot be sold without seriously affecting die conduct of the 
business or forcing it to discontinue. 

6. Credtt<N-s Demand Balance SheeU 

The creditors of a business are interested in its balance sheet 
and would examine the current assets in relation to the current 
liabilities in the same way and for a similar purpose as the banker. 
The chief difference between a banker and a trade creditor is that 
the one loans cash and the other merchandise. Most concerns that 
have merchandise to sell have credit managers to pass on the advisa- 
bility of accepting each order received. The credit manager cannot 
rely entirely upon the past performance of a customer. He must 
also watch the trend of the customer's business through the reading 
of financial statements. A customer who has been a good "risk" 
for a number of years may at any time become a bad one. The 
credit manager must be cautious to read the balance sheet particu- 
larly of a new customer. 

7. Rating Companies Demand Balance SheeU 

Conunercial credit rating companies, like Bradstreet and R. G. 
Dun, make it a business to collect financial statements wherever 
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possible. Upon the strength of its net worth group depenils 
largely the rating given to a business by the credit rating company. 
A concern that is financially strong is only too anxious to be listed 
in Bradstrrct's or Dun's. 

8. Balance SieeU the Buii of a Sale of the BuuncM or 

Merger * 

It often happens in business that one company will be anxious 
to sell out to another. It can be readily understood how in this 
event the prospective purchaser would insist upon seeing the bal- 
ance sheet of the other company to determine its financial strength 
and the nature of the assets for sale and the liabilities. Or, pos- 
sibly, two companies might consider joining hands in what is called 
a merger, to operate as one company. Before a decision could be 
reached, each would have to see the balance sheet of the other and 
what was revealed therein. 

9. Balance Sheeb of Interest to Invealors 

The balance sheet is also used to keep investors informed as 
to the security of their investments. 

10. Summary of Ptapo«e» Served by a Balance Sieet 

The balance sheet thus serves many purposes. 

It is practically indispensable to proprietors and managers in 
the conduct of their business. 

It is demanded more frequently than ever by banks arranging 
loans, or credit managers accepting orders. 

It is of vital importance in case of sales or mergers of business 
concerns. 

It IS a medium of distributing essential knowledge to actual or 
projective investors. 

The grouping of accounts makes the balance sheet serve better 
the many uses to which it may be put. 
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QUESTIONS 



1. Into what four main groups are assets classified on the 
balance sheet? Into what three main groups arc liabilities classi- 
fied? 

2. State five possible purposes a balance sheet might serve. 

3. What assets would he grouped under the head of Invest- 
ments? Name three forms of possible investments. 

4. How would you classify on a balance sheet as of Decem- 
ber 31, 1920, a mortgage bond payable September 1, 1921 ? 

5. If this same bond were payable September 1, 1943, how 
would you classify it? 

6. What distinguishes fixed assets from current assets? 

7. Why are accounts grouped on a balance sheet? 

8. Define "deferred charge," Why do you suppose a de- 
ferred charge is included in a balance sheet? 
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How to Study Lessons Twelve to Eighteen 

Lessons Twelve to Eighteen are on the general topic of "The 
Significance and Treatment of Balance Sheet Accounts." In 
structure these lessons are essentially the same. Therefore, the 
steps taken in the study of one will apply to all. We shall depart 
from the customary scheme of preceding each lesson with an 
analysis of it and let the following instructions apply to each of 
these lessons. 

Step 1. Apply Rid« VIL Review die Previoia LesxMU. 

Before beginning the study of any lesson review each preceding 
lesson as far back as lesson ten. This vnll keep the main points 
of the Balance Sheet in mind. When you come to the end of 
lesson eighteen review all of the previous lessons. 

Step 2. ^ply Ride XX. Strengdiai the Week Places 

In making these reviews take special care to spend most time on 
the weaker spots. Don't waste your time re-studying things you 
already know. But rather pick out the places where you have 
forgotten something, or some point that you did not understand 
when you studied that lesson and center your forces on these points 
until they are completely mastered. 

Step 3. Apply Rde L Put QoMtions to Emck Lewoo 
Befcnre You Begin to Study IL Continue the practice of a^- 
ing yourself some questions about the lesson. This will bring to 
your mind all the points that you have learned previously in this 
connection. It will also keep your attention centered on the lesson 
as you study it. Study each lesson with an eye to finding answers 
to your questions. 

Stqi 4. Apply Ride IL Make a Prdinunaiy Surrey 
of the Lewoo. Begin the study of each lesson by reading it over 
rapidly with a view to getting the principle points. In making this 
survey it is sometimes well to make a provisional outline in the 
margin. It will be unnecessary to write out headings in the mar- 
gin, since all that you will need to do is to put in appropriate 
numbers. 
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Step S. Apply Rule XV. Pick Out the Big Ideu. 

Do this before you make the outline. Your preliminary survey 
should furni^ you with the fundamental points that are considered 
in the lesson. Be sure that you get straight in your mind just 
what the main headings and the sub-headings are before you start 
your outline. 

Step 6. Apply Ride III. Oudme the Lewmi. Use your 
own scheme of outlining consistently. Remember all the time 
that your main headings for each lesson are really sub-headings 
under the general topic of "The Significance and Treatment of 
Balance Sheet Accounts." After you have completed lesson 
ei^teen it would be well to make a general outline covering all 
these lessons. 

Step 7. Apply Ridet IV and VUL Martery of De- 
tuls and Mental RedtatKm. In order to fix the idea contained 
in each and every paragraph you should cultivate the habit of 
mastering the paragraph before you leave it. This can best be 
done by mental Tccitation. When you have studied a section 
or paragraph close your book and compel yourself to state the sub- 
stance of it in your own words. Another aid to this end is 
Rule XVI. 

Stq» 8. Apply Ride XVI. Make Marginal Notet. 

Don't be afraid to mark your book. But don't mark it indiscrimi- 
nately. Underline the important sentences and phrases. Some 
students use different colored pencils for underlining, letting each 
color signify a certain thing. Caution: do not abuse this practice. 
You can easily fall into the habit of underlining too much. Or you 
can get into a worse habit of excusing yourself from mastering a 
point by underlining it, thinking that the mark will serve to call 
your attention to it on the review. Don't underline a sentence 
until you understand it. In the margin you can make notes and 
cross references. Cross references are especially helpful in some 



St^ 9. Apply Ride XIL Form Definite Idea*. You 

will observe that each of these lessons takes up some particular 
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aspect of the general tt^tc. Be sure that you get a complete and 
fixed idea of the particular point under discussion. Don't jpt lost 
in the details. 

Stop 10. Apply Ridflt IX. and X. Uae Your Imagina- 
tion and RflfiFCMnt Facts Graphical^. This will help you to 
form the definite ideas. Cultivate the habit of thinking in terms 
of concrete imagry. This is necessary when you begin a new field 
of knowledge. When you have mastered the field you can then 
think symbolically. Use boxes, pitchers, balances, charts, dia- 
grams, imaginary schemes of all sorts to help fix in mind the 
principle of the lesson. 

Step 11. Apply Role XVIL Commit to Mflmny the 
Important Fact*. Don't be afraid to memorize "cold" the im- 
portant facts of the lesson. There are certain things that account- 
ants must keep on "mental tap" continually. Get these now and 
save the bother of getting them later. 

Stqi 12. ^plyRideXL Make a Dictioaary of Tadi- 
nical Tcmu. Do this in connection with Step 11. These terms 
should be learned as well as placed on cards. Test your memory 
from time to time by seeing how many of these definitions you can 
give. In your scheme of mental bookkeeping outlined in Lesson 
Ten, open an account with your card index of technical terms. 
Credit yourself with each term learned. Debit yoursdf with each 
card containing a term that you do not know and credit a liability 
account because you cannot credit your capital account until you 
have learned the term. 

Step 13. Apply Ridet V. and VL Check Yowself Up 
and Grade Yomelf. At the end of each lesson check up on the 
questions you put at the beginning. See how well the lesson has 
answered your questions. Then grade yourself with youi test 
questicms. Here again you can apply your mental bookkeeping 
scheme. Open an account with "Test Questions." 

Step 14. Apply Ride XIU. Derdop Habits of Neat- 
nan and Accuracy. This ^plies especially to your practice 
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problems and your practical work. When you come to do these 
problems after each lesson review this rule. 

Step 15. Apphr Rule XIV. Do not Apply For Help 
UntO You Have To. This refers also to your practice prob- 
lems. Do not give up. Stick to the problem until you reach a 
ccmdusion. 
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THE SIGNinCANCE AND TREATMENT OF BALANCE 
SHEET ACCOUNTS 
CASH AND NOTES RECEIVABLE 
1. Introdnctoty 

In the previous lessons you learned that ledger accounts clas- 
sified transactions and that balance ^eets classified ledger accounts. 
While you must, of course, not forget that you are learning how 
books are kept and how statements are prepared, you must also 
bear in mind that the object of all this is to present facts. Drawing 
a portrait requires skill and is interesting and necessary work, but 
the completed picture is what is desired. 

So when you think of Plant account in the ledger, do not 
consider merely the figures on the left hand side, the figures on the 
right, and balance. See in your mind's eye the actual plant, the 
. equipment, the land and buildings, the smoke stacks, the railroad 
sidings. Hear the noise of die machinery and the sound of human 
voices. When you think of Cash account, imagine the bills and 
currency in the drawer or in the possession of the bank. Furniture 
and Fixtures account should mean to you desks, chairs, filing cab- 
inets, partitions and the like. And so on with all the other assets. 
When you come to the liabilities, put yourself in the place of the 
creditor, eager to demand his money as soon as it becomes due. 

If you do all this, you will get into the habit of thinking as the 
heads of business think. They wi^ to know realities, and they 
depend upon the accountant to make the ledger accounts function 
to reveal the truth. Consequently, the accountant is vitally con- 
cerned with what items are debited or credited to each account. 
The posting of an expense item to an asset account, for example, 
would result in misstating facts to anyone who should read the 
balance sheet, whether the posting happened to be a mere clerical 
error, or was the result of an error in principle. As errors in prin- 
ciple are liable to be made by anyone not thoroughly conversant 
with the theory of accounts and as such errors may be even more 
dangerous than the clerical, you should give particular attention 
to die make up of accounts, remembering that they are the shadows 
of the things they represent. 
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This lesson will be devoted to Cash and Notes Receivable. 
The lessons following will discuss other representative balance 
sheet accounts, including liabilities as well as assets. 

2. Meaning fif Caih Aecoant 

CASH 

Ca^ account is kept in order to show how much cash Js 
available at any time for disbursement, if needed. In a business 
house using modern accounting methods, it is divided into two 
parts. Petty Cash and General Cash, the former representing the 
money carried in the office for small currency disbursements and 
the latter the amount deposited in the bank subject to check. 
Some concerns, you will find, will have in addition certain special 
cash accounts representing deposits for restricted use. 

What follows in regard to ledger accounts refers to general 
practice and not to special cases, unless so stated. 

General Cash Account 
Debited Credited 

With the total cash received With the total cash disbursed 
during the month per the by checks during the month 
Cadi Receipts book, or the per the Oicck Record, other- 
Record of Cash Received. wise known as the Cash Dis- 
bursements book. 
The above, of course, is not the complete idea of a cash 
account. The balance of the account at the beginning of the 
month should ibe considered too, but this chart and those that 
follow are presented merely to show in summary form graphically 
the nature of the items debited and credited during any one month. 
The balance of the General Cash account at the end of the 
month is theoretically the amount on deposit at one or more banks. 
Practically, this is seldom the case. It occasionally happens that 
money received in the afternoon of the last day of the month, 
though recorded on the cash book, is not actually deposited in the 
bank until the next day, and furthermore, there will almost always 
be checks outstanding, e^ecially checks drawn the last day of the 
month. Thou^ recorded in the cash book, few of these are ever 
presented to the bank for payment until the following month. 
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Therefore, the balance per the cash book at the end of the month 
must ordinarily be reconciled with the balance per the bank state- 
ment. 

3. How Cuh Account is Made to Agree Vt^tfa Bwik 
Account 

It is evident that the daily balance of cash per the cash book 
would seldom be the same as the daily balance per the bank, if 
there were any activity at all in checks. As banks compute interest 
on daily balances (in certain cases) it is practically impossible to 
verify their calculations of interest without building up from can- 
celled checks records similar to theirs. Some concerns go to this 
extremity not only to be able to check bank interest, but also that 
the balance of Accounts Payable account may reflect to a nicety the 
amounts owing to creditors at any time, and Cash account the 
amount of cash actually on deposit with the bank. From their pcnnt 
of view a check issued to a creditor should not be charged to 
accounts payable until the check has been paid by the bank. The 
great majority of business houses, however, proceed on the practical 
plan of charging creditors with checks as drawn and considering 
their indebtedness immediately paid thereby, without worrying as 
to the exact time creditors cash their checks. This matter is men- 
tioned merely as an example of how far some business houses will 
go to have the ledger accounts reflect actualities. 



4. CorrectioBa of Errors in Cash Records 

The General Cash account should be debited only with actual 
cash receipts and credited only with actual disbursements by check. 
Suppose the bookkeeper made a mistake in the cash receipts book, 
by recording an amount in excess of the actual cash received, or an 
error in overfooting, either of which was not discovered until the 
following month, the error should not be corrected by an entry in 
the check record to reduce the cash, but rather by an entry in red 
ink in the cash receipts book, or possibly by a journal entry. Uke^ 
wise, no entry should be made among the cash receipts to^c^nect 
errors previously made in the check record. '-^ 
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5. Jovnal Entries in Caih Bo<dc 

Further suppose $25 was received from a customer for the 
difference between the amount the business owed him, $40, for 
certain things and the amount he owed the business, $65, for other 
things, the $25 squaring all accounts. Some bookkeepers would 
enter $65 as a cash receipt and $40 as a disbursement. The net 
result of ca^ would be the same, but both the receipts and the 
disbursements would be overstated. Such a transaction can be 
properly taken care of in the form of cash book, illustrated by Fig- 
ure 2, Lesson 4, by entering $40 in the Miscellaneous column at 
the left, $25 in the Net Amount column and $65 in the Customers' 
Accounts column. The liability of $40 to the customer would be 
cleared by a charge to his account from the Miscellaneous column, 
and his indebtedness to the business would be cleared by a credit of 
$65 from the Customers' Accounts column. In the meantime Cash 
would be charged only with the actual receipt of $25. 

Such columnar arrangement of the cash book permits of what 
amounts to journal entries being made in the distribution columns. 
If this kind of cash book were not in use, a journal entry would be 
necessary, charging the customer's account in the Accounts Payable 
Ledger and crediting his account in the Customer s' Accounts 
Ledger with $40. This would be in addition to the cash book 
entry of $25 crediting his account in the Customers' Accounts 
Ledger. 

It occasionally happens that a business will be indebted to one 
of its customers on account of certain purchases from him. It is not 
unlikely in such a case that there will be two accounts kept with 
that customer, one in the Customers' Accounts Ledger for his 
indebtedness to the business and the other in the Accounts Payable 
Ledger for the business's indebtedness to him. 

6. All Receipts Siodd be Depouted 

It must be further borne in mind that it is the best procedure 
to deposit all cash receipts in the bank. The practice of making 
some disbursements from cash receipts and depositing the balance 
is generally condemned. '^ ■ - 'At"^ '- ^^K 
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PBmr Cash 

7. Raplenwhmg in Rooid Amooits 

Petty Cash can be taken care of in two ways, as stated in a 
previous lesson. One method is to draw, whenever necessary, a 
check on the general ca^ fund for a round amount in favor of the 
petty cashier. If this plan is followed, a petty cash book, or similar 
record, is necessary to record (on the left hand side) the rccnpts 
from general cash and (on the right) the currency disbursements, 
the balance at any time representing cash on hand for petty cash 
purposes. At the end of the month the total cash given to the 
petty easier during the month would t>e charged to Petty Cash 
account and credited to General Cash account through the Check 
Record. Petty cash account would be credited and the appropriate 
expense accounts charged through the Petty Cash hook with the 
total currency disbursements for the month. 

8. Fixed Fund — fanprett System 

The other method is to establish by transfer from general 
cash to petty cash a fixed fund sufficient to meet ordinary require- 
ments for a week or any other period decided upon, the initial 
transaction involving a charge to Petty Cash account and a credit 
to General Cash account through the Check Record for the £xed 
amount. If this plan is adopted no further entries in the Petty 
Cash account arc made, except when the fund is increased or 
decreased, and the Petty Cash account represents at all times the 
amount of the fund. 

The petty cash is usually kept in a drawer or box and as a 
disbursement is made a slip of paper or receipt vouching for the 
payment is substituted for the money withdrawn. Thus you can 
readily see how the amount of cash in the drawer or box, plus the 
total of the slips, should always equal the amount of the fund. 

When the cash gets low and more is needed, it is the usual 
practice to make a list of the vouchers on what is known as a Petty 
Cash Voucher sheet and have a check drawn in favor of the Petty 
Cashier on General Cash for the exact total of the slips, which, 
when cashed, will restore the cash in the drawer or box to the 
original amount of the fund. Such a check is charged through the 
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Check Record to appropriate expense accounts indicated by the 
Petty Cash voucher used to support the check. 

Under the first method expense accounts cannot be charged 
through the Check Record because the amounts drawn to replenish 
petty cash are round sums and do not represent the exact amount 
of expense incurred as they do under the second method. 

The second method is called the Imprest System. For form 
of Petty Cash Voucher Recapitulation Sheet, see Figure 1. 

NOTES RECEIVABLE 

9. WIv Notes Are Given 

In ordinary commercial transactions promissory notes are often 
given in settlement of an indebtedness on open account. As an 
illustration, A buys merchandise from B on credit with the under- 
standing that he will pay for it within thirty days. At the expira- 
tion of thirty days he may not have cash available to pay. Under 
the circumstances B may accept a promissory note from A in settle- 
ment of the account. A's indebtedness immediately assumes a new 
aspect, because B is at once placed in a better legal position to 
prove his claim. As long as the open account stood, A mi^t set 
up counterclaims for defective material received or for goods 
alleged to have been returned or the like, but once the note is given 
ail such counter claims would be of no avail. The note is a definite, 
written, and signed pledge to pay a specified amount at a date that 
can be determined. For the foregoing reasons, it is easier to raise 
money on a note as collateral than' by assigning an open account. 
Therefore, B would probably accept A's note, if offered, and dis- 
count it with a bank in case he needed cash. 

In financial transactions of this sort, it is customary for the 
bank to deduct an amount as interest from the face value of the 
note, according to the length of time it has to run to maturity, and 
pay the difference to the seller or discounter. In some cases the 
face value is advanced. But the act of raising money on a note is 
usually thought of as discounting it; At maturity the face value 
of the discounted note has to be paid to the bank by the person who 
discounts it, provided the maker defaults in his promise to pay and 
a renewal cannot be arranged. 
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10. Not« Ara Credited to Accoant» ReoeinUe 

Because the status of an indebtedness changes when a note is 
received in settlement of a previous transaction on credit, an 
account in the ledger is generally opened for Notes Receivable to 
which is debited the amount of the note. At the same time 
Accounts Receivable account is credited — both the control and the 
individual account. 

11. SdbsidiwT Record for Notes ReceivaUe 

In the lesson (hi controlling accounts you learned that when- 
ever the control is debited, or credited, an account or accounts in a 
subsidiary record must be delnted or credited correspondingly. 

The Notes Receivable account in the general ledger just 
mentioned is a controlling account. A subsidiary record may not 
be necessary, if the notes are few and far between and they are 
not discounted. The notes themselves kept in a portfolio may be 
considered the subsidiary record, debited with a note put in when 
received and credited with a note when withdrawn to be sent to the 
maker as paid, or when charged back to customer's account. 
Under such a plan the total of the notes in the portfolio, plus any 
that may be out for collection or as collateral for a loan (in which 
cases memorandum slips should be substituted) should equal at any 
time the balance of Notes Receivable account. 

But if many notes are received or if it is the practice to send 
notes out for discount, it would perhaps be better to have a special 
note register in which to record all new notes or renewals of old 
notes. In this case the note raster could be used as a subsidiary 
ledger by providing a column for dates of collection opposite each 
item. The sum of the open items in the note register should then 
agree with the balance of the Notes Receivable controlling account 
in the general ledger, exactly as the open items in the voucher 
register should equal the balance of Vouchers Payable controlling 
account, as you learned in the lesson on the Voucher system. Les- 
son 9. And for every open item there should be a note. 

For form of Note Register refer to Figure 2, wdiich is ad^t- 
able for cither Notes Receivable or Notes Payable. The record of 
Notes Receivable, of course, should not be mixed with that of 
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Notes Payable. The two should be kept in separate binders, or 
possibly in difierent parts of the same binder, the one in front and 
the other in back. 

Whether the entiy is made in the general journal or a note 
register, reference should be given to date of note, due date, rate 
of interest, and maker or endorser, or both. 

12. Intoart on Notes 

Notes may be drawn ( 1 ) "Value received with interest" or 
(2) "Value received" without mention of interest. In the first 
case interest would be collected frt»n the maker at maturity figured 
on the face of the note from its date to maturity at the rate speci- 
fied. If no rate is mentioned, the l^al rate, if any, is assumed. 
In the second case, only the face value of the note would be col- 
lectible. The note may not mention interest, cither because the 
interest is included in the face of the note or because the interest 
has been waived. 

The entry for a note on which interest is not calculated until 
maturity differs slighdy from the entry for a note that includes 
interest in the face value. 

In the first case the face value of the note would be charged 
to Notes Receivable account and credited to Customer's account 
upon receipt of the note. At maturity the cash received in payment 
of the note, plus interest, would be charged to Cash, the face value 
of the note would be credited to Notes Receivable, and the amount 
of interest collected would be credited to "Interest Earned" 
account, as follows: Both entries are shown here in journal entry 
form, although the second transaction should in actual practice be 
recorded in the cash book, 

January 2, 1921 

Notes Receivable 1,000.00 

Customers' Accounts (control) 1,000.00 

Customer A 1,000.00 

For note received today dated January 2, due 
June 30, 1921, with interest at 6% per annum. 

Note: This assumes that there is no column in the general 
journal for either Notes Receivable or Customers' controlling 
accounts. The amount of $1,000 is shown "short" opposite the 
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name of the customer to be posted to the credit of the customers' 

account. The corresponding credit to the control is posted frwn 

the regular column. 

June 30, 1921 

Cash 1,030.00 

Notes Receivable -■. 1,000.00 

Interest Earned 30.00 

For note of Custmner A dated January 2, 
1921, due June 30, 1921, for $1,000 collect- 
ed today, plus 6 months' interest at 6% per 
annum. 

In the second case the face of the note would read $1,030.00 
and no- additional amount for interest would be collected at June 
30. The entries would therefore be: 

January 2, 1921 

Notes Receivable 1,030.00 

Customers' Accounts (control) 1,000.00 

Customer A 1,000.00 

Interest Earned 30.00 

For note received today in settlement of his 
account for $1,000 and interest to June 30, 
six months at 6% per annum. 

June 30, 1921 

Cash 1 ,030.00 

Notes Receivable 1,030.00 

For note of Customer A dated January 2, 
1921, due June 30, 1921, collected today. 

13. Ducount on Notes 

Either one of these notes mig^t be taken to a bank for dis- 
count. Assume that they were thus discounted on April 1. In 
either case the bank would advance $1014.55. At maturity the 
bank would send the note out for collection to the maker wiio 
would pay the bank $1,030, all of which the bank would keep. 
The excess of what the bank received fca- the note over what jt ", 
laid for it, $15.45, would be the bank's interest earning. In ilie 
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case of the note for $1,030, the bank would deduct three months' 
interest from the face, or $15.45. In the case of the note for 
$1000 with interest at 6%, the bank would add the interest for the 
full period (six months) to the face and then discount it for three 
months. Thus the amount allowed to the discounter would work 
out the same in both cases. 

In the first case, if the maker should fail to pay at maturity 
the bank would look to the discounter for payment of the face 
value of the note plus interest in full. In the second case the bank 
would look for reimbursement of the face value only. 

In other words, the bank deducts interest on the face of the 
note from date of discount until maturity when no interest is men- 
tioned in the note. If interest is mentioned, the bank will add 
interest for the full term to the face of the note and then deduct 
discount on the sum of principal and interest from date of discount 
to maturity. At maturity the bank will expect to be reimbursed 
on account of both principal and interest from the maker. 

14. Mcwums of Accmed Interest 

Interest accrued at any given date means an amount of interest 
calculated on a principal sum for a period starting with the day 
the obligation for interest began and ending with the given date. 
For instance, five months' interest would be accrued at November 
30 on a note "with interest" dated July 1 and maturing 
December 31. 

18. Diahonored Notes 

If the drawer of a note cannot, or refuses to, pay it at 
maturity, it is said to be dishonored, provided it has been duly 
presented or presentment has been excused. It is the general prac- 
tice to charge dishonored notes back to customer's open account, 
crediting Notes Receivable. A record on the customer's account 
of any note that he failed to pay when due is valuable information 
to be taken into consideration if further credit should be requested. 
The dishonored note is no longer a Note Receivable, although it is 
valuable as evidence in a law suit. The word "dishonored" should 
be written opposite the item in the Note Register in the "date paid" 
column. 
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16. PartuJ Receipts and Reoewab 

It frequently happens that a partial payment on account of a 
Note Receivable is received before the note is due. Such receipt 
should be credited to Notes Receivable, if it is all on account of 
principal. If it includes interest the portion for interest should be 
credited to Interest Earned account. The amount of the receipt 
should be endorsed on the back of the particular note to which it 
applies, divided as between principal and interest, if interest is 
included, li, a note register is kept, it is a good plan to record 
the partial receipt in the remarks column and to cross off the 
original amount of the note and show in lead pencil the balance. 

If the holder of a note allows the maker to renew it instead 
of paying it at maturity, it is the general custom to make out an 
entirely new note and to cancel the old. It is possible, of course, 
to record the entry as a charge to Notes Receivable for the face 
value of the new note and as a credit to the same account for the 
face value of the old, if the new note is for the same amount as the 
old. If the new note is larger on account of the inclusion of 
interest the difference would be credited to Interest Earned 
account. 

In the note register the old note should be cancelled with the 
notation "renewed" and the new note recorded in the proper place. 

An alternative method, and one that we prefer, is to charge 
the customer's account with the old note and credit Notes Receiv- 
able and to follow with a charge to Notes Receivable and a credit 
to the customer for the new note, any interest of course being 
credited to Interest Earned account. If this method is followed 
a history of the renewal is recorded in the customer's account, 
which is valuable information to have. 

There is a further possibility of a partial receipt on ac- 
count of the old note at maturity and a renewal of the balance. 
The book entries in such a case would be a combination of the pro- 
cedure already described for partial receipts and renewals. The 
thing to bear particularly in mind is that amounts included for 
interest should be treated separately from amounts applicable M 
principal. 
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To illustrate the foregoing points by journal entries, assume 
that John Doe gave a note for $500 due in 6 months at 6% 
interest. At the end of six months he paid $115.00, $100 on 
afcount of principal and $15 for interest and gave a new note for 
the balance. The entries under the method we rcconunend 
would be: 

John Doe 515.00 

Notes Receivable 500.00 

Interest Earned 15.00 

For note and interest due today. 

Cash 115.00 

John Doc 115.00 

For collection on account of note due 
today. 

On account of principal 100 

On account of interest 15 

115 

Notes Receivable 400.00 

John Doe 400.00 

For note received in renewal of balance 
of old note due today. 

The other method would be: 

Cash 115.00 

Notes Receivable 100.00 

Interest Earned 15.00 

For cash received from John Doe on ac- 
count of note due today. 

Principal 100 

Interest 15 

115 

Notes Receivable 400.00 

Notes Receivable 400.00 

For renewal by John Doe of balance l i.- . .CtC^I^^Ic 
due on old note. 
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You will notice that under the second method there would be 
no posting to John Doe's account and it would therefore be more 
difficult to trace the transaction at some future date, if desired, 
than if the first method were followed. 

17. Ledger Account Entries and BahuKie 

Following is a summary of the nature of items debited and 
credited to Notes Receivable account: 

Notes Receivable 

Debited Credited 

(1) With the face value of {!) With the face value of 
notes received and recorded notes collected as per the 
in the journal or the notes cash receipts book, 
receivable register. (2) With receipts "wi ac- 

(2) With any corrections by count," per ca^ receipts 
journal entry of amounts book. 

erroneously credited. (3) With amounts of di^rai- 

(3) Renewals, throu^ the ored notes, chai^;ed back to 
journal. customer s' accounts 

through the journal. 

(4) With any correctifHis by 
journal entry of amounts 
erroneously debited. 

(5) Renewals, throu^ the 
journal. 

The balance of the account should represent the total of Notes 
Receivable uncollected, including those on hand (except past due 
or dishonored notes) , those sent out for collection, and those held 
by banks or others under discount or as collateral. 

Notice that the account should be debited and credited with 
the face value of a note (the amount written in the body of the 
note), not with the amount after discount has been deducted. 

18. Correctional Journal Entries 

In passing, it may be remarked that an account in the ledger 
to which an item has been posted in error should, under ordinary 
circumstances, be corrected by journal entry, explaining the nature 
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of the mistake, unless the mistake is found before the books are 
closed for the current month. Thus, if it should be found that 
Notes Receivable account had been debited in error with the pur- 
chase of an office safe, a journal entry should be made crediting 
Notes Receivable account and debiting Furniture and Fixtures 
account, the account that should have been chai^d in the first 
place. Vice versa, any erroneous credit to Notes Receivable 
account, when discovered, should be transferred to the credit of 
the proper account by a journal entry debiting Notes Receivable. 
In case the error is discovered in time, it is held to be proper to 
draw a line in red ink through the original posting and to proceed 
to make the correct posting, changing of course the account refer- 
ence in the book of original entry. Erasures should in no cases 
be made. 

Since these same remarks apply equally to any account in the 
ledger, reference to correctional journal entries will not be 
repeated. They must be taken for granted in each case. 
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LESSON 12— HGURE 1 

This illustrates how the petty cash slips given to the petty 
cashier as receipts for his disbursements may be listed by him at 
regular intervals on a recapitulation sheet and handed to the proper 
disbursing officer for reimbursement. 

Let us assume that the Office Revolving Fund amounted to 
$100 and that the petty cashier, as a matter of routine, was reim- 
bursed for his disbursements on the tenth and twentieth day of the 
month and at the end of the month, figure 1 shows diat he had 
paid out $52.60 for various expenses, from the first to the tenth 
of January. Therefore, he must have had $47.40 on hand in cur- 
rency at the close of business January 10. 

In some offices the cash slips are numbered and attached to 
the Petty Cash Voucher Recapitulation Sheet in the order in which 
they are listed on the recapitulation sheet so that any one slip may 
be found easily, if needed. 

The illustration shows a place for check number and date 
paid. In actual practice the recapitulation sheet may be an 
informal affair, perhaps only a mimeographed sheet, and a "date 
paid" stamp might be used to indicate the date of payment. The 
back of the voucher might be merely a plain sheet of paper stiff 
enough to stand in a file. 

Referring further to Figure 1, the petty easier would submit 
the Petty Cash Voucher for $52,60 to the proper disbursing dficer, 
after it had been audited. The disbursing officer would signify 
his approval and pass the voucher to the clerk in charge of making 
out checks. This clerk would then draw a check for $52.60 in 
favor of the petty cashier, which would be entered in the Qieck 
Record as a regular disbursement and charged to the accounts 
indicated on the Petty Cash Voucher Recapitulation sheet. 

The above is only a suggested routine of handling petty cash 
vouchers. Actual office routine may vary according to circum- 
stances, but the main principle would be the same, namely, -that 
the check drawn to replenish the petty cashier would, under the 
imprest system, be drawn for the exact amount of the petty cash 
voucher and would be charged to the expense accounts indi<^tei}|by 
the voucher rather than to Petty Cash account. l^ 
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QUESTIONS 
Lenon 12 

1. Distinguish between General Cash account and Petty 
Cash atxount. 

2. Give a good reason for cbai^ng a dishonored note to the 
account of the customer who gave die note, rather than to Dis- 
honored Notes Receivable account. Of what advantage would an 
account with Dishonored Notes Receivable be? What possible 
disadvantage could there be in charging a dishonored note back to 
the customer? 

3. Do you think it is necessary to have an account wi^ 
Petty Cash? If so, state two good reasons. If not, give two 
good reasons. 

4. Describe two different methods of keeping the detail of 
Notes Receivable controlling account. Under what circum- 
stances is one method preferable to the other and why? 

5. Describe two different methods of keeping account of 
Pet^ Cash. 

6. Give two reasons why you would prefer to hold a cus- 
tomer's note for an indebtedness arising from a credit transaction. 

7. A note drawn by A in favor of B for $1,000, dated July 
1, due December 31, without interest, is discounted by B on July 1, 
with the Third National Bank of Syracuse. On December 31 
the note is di^onored. The protest fees are $1.30. Outline the 
entries at July 1 and at December 31. 
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LESSON 13 

THE SIGNinCANCE AND TREATMENT OF BALANCE 
SHEET ACCOUNTS (Cootmued) 

NOTES RECEIVABLE DISCOUNTED 
AND BILLS RECEIVABLE 

1. Opened to Reflect Conlmgaot UelHlitjr 

Notes Receivable Discounted is a liability account, set up to 
reflect the contingent liability of the one who discounts a Note 
Receivable mentioned in the previous lesson. When the note is 
discounted, Cash should be charged and Notes Receivable Dis- 
counted credited with the face value of the note. If discount is 
deducted by the purchaser of the note. Interest Expense 
account should be charged with the amount of the discount and 
Cash account with the net amount of cash received. Suppose, for 
example, you discount Customer A's note of $1000 for $970, the 
entry in the cash boolc would be a charge to Interest Expense of 
$30, to Cash $970, and a credit to Notes Receivable Discounted 
of $1000. You may feel that this is a violation of the rule that an 
asset account should be credited for value going out, arguing that 
the Note Receivable is no longer an asset owned by the business, 
having been sold for cash, and that Notes Receivable account should 
have been credited instead of Notes Receivable Discounted. 
Strictly peaking, you are right, but the procedure outlined is be- 
coming more generally adopted and is to be commended as a prac- 
tical way of keeping account of the contingent liability for dis- 
counted notes. Calm your conscience by assuming that such notes 
are still assets of the business, temporarily in the bank's possession, 
until they arc due, to be returned if not paid ; that it is time enough 
to credit Notes Receivable account at maturity dates. A discounted 
note in the possession of the! bank is, as a matter of fact, a "con- 
tingent" asset of the business, because, if not paid, the business can 
use it as evidence in a suit. 

2. Notes DiscoontM] or Sold VS^thout Recoone 

A note may be endorsed "without recourse," which means that 
the endorser accepts no liability for the payment of the note in case 
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it is not met at maturity. Therefore, if the holder disposes of a 
note, endorsing it without recourse, he should credit Notes Receiv- 
able account direct. 

3. DiscoiBited Notes Paid at Maturity 

At maturity, if a discounted note is paid by the maker (pay- 
ment is taken for granted if the bank does not notify to the con- 
trary) the only entry necessary is to charge Notes Receivable Dis- 
counted and credit Notes Receivable througji the journal with the 
face value of the note paid. If notes are numbered in consecutive 
order from one up as received, and these numbers are indicated in 
the note register, the numbers will often prove valuable for quick 
reference. A "tickler" system of keeping track of maturity dates, 
such as, for instance, entering the number and amount of a note on 
a calendar pad according to its due date, in order to assemble in 
one place a memorandum of all notes falling due on the same day, 
should be adopted in order to facilitate the aforementioned entry 
and assure its being made. Some concerns devote a separate page 
in the note register for all notes falling due within a given month, 
from which those maturing on a certain day can, as a rule, be 
quickly determined. ; 

When a note is discounted the word "discounted" may be ■ 
noted in the remarks column of the note register (if one is kept) 
and when it is finally paid, the date should be indicated in the "date 
paid" column, the same as for any note not discounted. 

4. Note Endorsed to Pky LiabOity 

A negotiable note, as you know, may pass from one person to 
another, as an ordinary check passes, by endorsement. 

In case a Note Receivable is endorsed over to a creditor to pay 
a liability, it becomes a discounted note, as surely as if it had been 
sold to a bank. The journal entry necessary to reflect such a 
transaction would be a charge to Accounts Payable and a credit to 
Notes Receivable Discounted. However, if the note is endorsed 
"without recourse," the note must not be considered as discounted. 
The journal entry in this case would charge Accounts Payable, but 
would credit Notes Receivable rather than Notes Receivable 
Discounted. 
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5. DiMXHMtted Not» Dnhoaond at Bflabn^ 

If a discounted note is dishonored at maturity, two entries are 
necessary, one in the check record and the other in the journal in 
case a Notes Receivable Discounted account b kept In the 
first place, cash for the face value of the note plus protest fees, 
if protested, (the fee paid for proof of presentment of the note to 
maker and his refusal to pay) will have to be paid to the bank. In 
the check record the amount paid to the bank should be charged to 
the account of the maker of the note (in posting, the protest fee 
and the face of the note should be indicated separatdy). A journal 
entry should tiien be made charging Notes Receivable Discounted 
and crediting Notes Receivable with the face value of die dis- 
honored note. Also do not forget that the word "dishonored" 
should be written in the "date paid" column of the Note Register 
(if one is used). 

Every time Notes Receivable account is credited on account of 
a dishonored note the amount in the Note Register for each note 
involved should be cancelled by writing the word "dishonored" in 
the date paid column. 

Interest due (if any) on a dishonored note, whether discounted 
or not, should also be charged to customer's account. 

6. ffluatralive Entries Whan Note* ReecmMe Ducomted 

Accoont U K^l 

Illustrative entries in connection with Notes Receivable Dis- 
counted account are as follows: For the sake of brevity and clear- 
ness cash book entries are shown in journal entry form. 

AT TIME OF DISCOUNT: 
A — Disolunt Deducted: 

January 2, 1921 (Cash Book Entry) 

Cash 1940.00 

Interest Expense 60.00 ^-- . 

Notes Receivable Discounted 2000i*d8'^ 
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Note No. I of Customer A for 
$2000.00 dated January 2, 1921, 
without interest, discounted today 
at First National Bank, due June 
30, 1921. 

B — Discount not Deducted: 

January 2, 1921 {Cash Book Entry) 
Cash IOOO.O0 



Xotes Receivable Discounted 1000.00 

Note No. 2 of Customer B for 
$1,000 dated January 2, 1921, dis- 
counted today at Union Trust 
Company, due June 30, 1921, with 
interest at 6%. 

C — Note Endorsed to Creditor : 

January 5, 1921 (Journal Entry) 

Accounts Payable {Creditor X) 500.00 

Notes Receivable Discounted 500.00 

For endorsement to X of the note 
{No. 3) of Customer C dated Janu- 
ary 5, due July 5, with interest at 
6%. 

AT MATURITY: 

D — Note Endorsed to Creditor Paid: 

July 5, 1921 (Journal Entry) 

Notes Receivable Discounted 500.00 

Notes Receivable 500.00 

Note {No. 3) of Customer C dated 
Jan. 5 and endorsed to Creditor X 
paid today. 

E — Note Discounted at First National Bank Paid : 
June 30, 1921 (Journal Entry) 

Notes Receivable Discounted 2000.00 

Notes Receivable 2000.00 

For note (No. 1) of Customer A ("I 

dated Jan. 2, 1921, paid today. l .,,. :.L,OOOglC 
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F — Note Discounted at Union Trust Company Dishonored: 

( 1 ) June 30, 1921 ( Cash Book Entry) 
CustMner B 1031.50 

Cash 1031.50 

For amount paid to Union 
Trust Company to take up dis- 
honored note (No. 2) of Cus- 
tmner B— dated Jan. 2, 1921, 
due today. 

Face of note. 1000.00 

Interest 30.00 

Protest fees 1.50 

1031.50 

(2) June 30, 1921 (Journal entry) 
Notes Receivable Discounted 1000.00 

Notes ReceivaWc 1000.00 

For note (No. 2) of Customer 
B under discount due today but 
dishonored. 

Instead of entries I and 2 some bookkeepers would make the 
following: 

(3) June 30, 1921 (Cash Book entry) 

Notes Receivable Discounted 1000.00 

Customer B 31.50 

Cash 1031.50 

For amount paid to Union 
Trust Company to take up dis- 
honored note (No. 2) of Cus- 
tomer B, dated Jan. 2, 1921, 
due today as follows: 

Face of note 1,000.00 

Interest 30.00 

Protest Fees. 1.50 31.50 

1,031.50 D„„:ecll=,G00C^IC 
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(4) June 30, 1921 (Journal entry) 

Customer B 1000.00 

Notes Receivable 1000.00 

For note (No. 2) due today 

but dishonored. 
The first method (entries 1 and 2) is to be preferred to the 
second (entries 3 and 4) because the charges to Customer B's 
account would, if the first method were followed, be from one 
source (the cash book) whereas they would be partly from the 
cash book and partly from the journal for the same transaction, if 
the second method were followed : 

7. mustnitive Entries When Notes Receivable Discounted 
AcoNait is Not Kept 

If it is the practice of a concern to credit the proceeds of 
notes discounted to Notes Receivable account, rather than to open 
and maintain a Notes Receivable Discounted account, no entry 
would be necessary at maturity for a note under discount if paid. 
If it were dishonored the following entry could be made: 

Customer B 1031.50 

Cash 1031.50 

or the following two: 

Notes Receivable 1000.00 

Customer B 31.50 

Cash 1031.50 

Customer B 1000.00 

Notes RcceivaHe 1000.00 

The first is a short cut and the preferable method. 

fl. Treatment on Balance Sheet 

Accountants differ as to how Notes Receivable Discounted 
should be treated on the balance sheet. If all Notes Receivable 
have been discounted, the credit balance of Notes Receivable Dis- 
counted account (if one is kept) should exactly equal the debit 
balance of Notes Receivable account. In this case there are two 
methods of handling. 
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( 1 ) By stating in a footnote at the bottom of the bal- 
ance sheet the amount of Notes Receivable Dis- 
counted as a contingent liability, and ignoring both 
the Notes Receivable account and the offsetting 
Notes Receivable Discounted account in die bal- 
ance sheet proper. 

(2) By showing the Notes Receivable account included 
in the balance sheet proper on the assets side, not 
among the current assets, as would be the case if they 
were not discounted, but as a separate main item 
called "Notes Receivable Discounted," offset on the 
liability side by a corresponding separate main item 
called "Discounted Notes Receivable." 

The iirst method eliminates the discounted notes from both 
sides of the balance ^eet and shows tbe amount as a footnote only; 
the second method includes them on both sides standing out clearly 
as separate items, the contingent liability exactly offsetting the 
contingent asset. 

In our opinion the first method is preferable. By the second 
method the total actual assets and liabilities are increased by con- 
tingent assets and liabilities. The purpose of calling attention to 
the contingent liability is just as well, if not better, served by the 
footnote. 

If part, but not all, of the Notes Receivable have been dis- 
counted, there are also two customary methods of handling: 

(1) By showing among the current assets the Notes 
Receivable not discounted, arrived at by deducting 
the amount of discounted notes (as reflected by the 
balance of Notes Receivable Discounted account) 
from the total Notes Receivable. The amount of 
discounted notes would then be corresp<Hidii^y 
eliminated from the liability side of the balance 
sheet and stated only as a footnote. 

(2) By making the above mentioned deduction on die 

face of the balance sheet itself, showing the net,dtf- . ^ 
ference as Notes Receivable. It would therrtoi^'" o 
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not be necessary to show the amount of discounted 
notes as a footnote, if they are shown in the body 
of the balance sheet itself as a deduction from Notes 
Receivable. 

While the total assets and liabilities would not be made to 
include contingent assets and liabilities by either of these methods, 
we believe the footnote is the simpler and really the more emphatic 
way of setting forth clearly the amount of contingent liability. 

If no account is kept with Notes Receivable Discounted, the 
contingent liability has to be determined by a check to see which 
of the notes credited to Notes Receivable account when discounted 
are still held by the bank or others, awaiting maturity. 

9. Ledger Accoont EntriM and Balance 

' A summary of the nature of items debited and credited to 
Notes Receivable Discounted account follows; 

NOTES RECEIVABLE DISCOUNTED 
Debited Credited 

( 1 ) Through the journal with (1) Through the cash re- 
the face value of notes ccipts book with the face 

discounted as they mature, value of notes discounted, 

whether paid or dishon- (2) Through the journal for 
orcd. those discounted with cred- 

itors. 

The balance of the account should represent the contingent 
liability for discounted notes. The contingent liability is only for 
notes discounted that have not yet matured. If any such note 
matures and is dishonored, the contingent liability changes to an 
actual liability. 

BILLS RECEIVABLE 

10. Distinction Between Bilb and Notea 

There is a distinction between a note and a bill, although 
both terms arc often used to mean the same thing. If you will 
turn to the illustrations of a note and bill in Lcsstm 8, you will ' 
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notice that the note is a promise to pay, and that only two parties - 
arc involved, the maker, or the person who makes and signs the 
note promising to pay it at maturity, and the payee, the person in 
whose favor the note is drawn. That is to say, at the time the 
note is made out, only two parties are involved. Later others may 
become concerned by reason of endorsements. 

The bill, on the other hand, is an order issued by one person 
on another to pay a third party a given sum of money. If the order 
is to pay at si^t, the drawee, or the one on whom the order is 
drawn, either pays or refuses to pay. If the bill is drawn payable 
a given number of days after sight or after date of the bill, the 
drawee either accepts the obligation by writing across the face of 
the bill "Accepted" followed by his signature and the date of 
acceptance, or he refuses to accept, returning the instrument to the 
person who has presented it to him for acceptance. If the drawer 
of the bill, the one who signs and issues the bill, makes it payable 
to himself, as is usually the case with a Trade Acceptance, instead 
of to a third party, there would in reality be only two parties to the 
bill, with the drawer, however, serving in two capacities, namely, 
drawer and payee. 

A Trade Acceptance is the same as any other draft except that 
it is supposed to be used only in a trading transaction. In fact, 
Trade Acceptance forms are printed with the declaration "The 
obligation of the acceptor hereof arises out of the purchase of 
goods from the drawer." 

There is this further difference between a bill and a note. 
When the drawee of the bill accepts it, he becomes the principal 
debtor, whereas in the case of a note the drawer, or maker, is the 
one primarily obligated to pay. 

If it is desired to carry the distinction between a bill and a 
note into effect on the books, an account should be opened for 
Bills Receivable in addition to one (or Notes Receivable. As a 
matter of fact, most Bills Receivable are Trade Acceptances 
Receivable. It would perhaps be better to call the account Trade 
Acceptances and Bills Receivable, or possibly to have an account 
■ for each class. L.,,.,_..L,C-OOglC 
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11. Entries for Bilb Receivable 

To make the entries recording Bills Receivable dear, we will 
treat the transactions from the point of view of each of Ac three 
parties concerned. 

Assume the following facts: 

Mr. Drawer owes Mr. Payee $5,000 

Mr. Drawee owes Mr. Drawer $8,000 

Let us suppose that Drawer sent a check for $5,000 to Payee 
to pay his debt to Payee and received at the same time a 
check from Drawee for $5,000 on account of Drawee's indebted- 
ness to him. Mr. Drawer would then have the same amount of 
cash as before, but the status of hU assets and liabilities would have 
changed, both having been reduced $5,000. The same results 
could have been obtained if Drawer had made a journal entry 
debiting Payee and crediting Drawee with $5,000. 

To save an extra cash transaction, or, more likely, to hasten 
a remittance from Mr. Drawee, we will assume that Mr. Drawer 
draws on March 1 a 30-day bill for $5,000 on Mr. Drawee in 
favor of himself and sends it to Mr, Drawee for acceptance. Mr- 
Drawee accepts and returns the bill to Mr. Drawer, who endorses 
■ it and sends it to Mr. Payee. The following entries would then 
be made: 

On the books of Drawer: 

March 1 

Bills Receivable 5,000 

Accounts Receivable (Drawee) 5,000 

For thirty days' draft drawn on Drawee 
accepted today. 

Accounts Payable (Payee) 5,000 

Bills Receivable Discounted 5,000 

For draft drawn on Drawee accepted 

today, due March 31, sent to Payee toi ( ti^i^qIc 

payment of account. ' . " 
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March 31 

Bills Receivable Discounted 5,000 

Bills Receivable. 

For draft accepted by Drawee and sent to 
Payee paid today. 



On the books of Drawee: 








March 1 








Accounts Payable (Drawer) 

Bilb Payable 

For 30 day draft drawn by 
accepted today, due March 31. 


S^ 


5,000 


5,000 


March 31 








Bills Payable 




5,000 




Cash 




5,000 



Accepted draft drawn by Drawer paid 
today. 

On the books of Payee: 

March 1 

Bills Receivable 5,000 

Accounts Receivable (Drawer) 5,000 

For accepted draft due March 31, drawn 
by Drawer on Drawee received today 
from Drawer in settlement of account. 

March 31 . 

Cash 5,000 

Bills Receivable 5,000 

Cash received from Drawee in payment of 
accepted draft drawn by Drawer c«i 
Drawee. 

After the bill has been accepted and sent to Payee, Payee may 
either hold it until maturity or discount it with a bank. Whether 
he chooses the one way or the other will have no effect on the Ikk^ 
of Drawer or Drawee. If he discounts the bill, the entries on his 
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books will be similar to those outlined in connection with Notes 
Receivable Discounted, except that a separate account should be 
opened for Bills Receivable Discounted, if there is a separate 
account for Bills Receivable, 

If Drawer had held the accepted draft to maturity instead of 
endorsing it and sendinj;; it to Payee the entries on his books would 
have been as follows: 

March I 

Bills Receivable 5,000 

Accounts Receivable (Drawee) 5,000 

For draft drawn on Drawee in our favor 
accepted by him due March 31. 

March 31 

Cash 5,000 

Bills Receivable 5,000 

For accepted draft drawn on Drawee col- 
lected today. 

No journal entry should be made in connection with a draft 
until it has been accepted. When accepted, the draft should be 
considered as a Bill Receivable by the drawer and also by the 
holder and as a Bill Payable by the acceptor. Mr. Drawer, having 
sent the bill to Mr. Payee in settlement of an indebtedness, should 
credit Bills Receivable Discounted rather than Bills Receivable, 
because he has a contingent liability to pay to Mr. Payee in case 
Mr. Drawee defaults on his accqitance. 

' The case is similar to a customer's note receivable endorsed 
over to a creditor. 

12. Ledger Account Entries and Balance 

The summary of the nature of items debited and credited to 
Bills Receivable, and Bills Receivable Discounted would be similar 
to that for Notes Receivable, and Notes Receivable Discounted, 
substituting the word "ImH" for "note," 
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QUESTIONS 
LflMon 13 

1. Why is the account Notes Receivable Discounted kept? 
Under what conditions would you say it would be better riot to 
keep it and why? 

2. Explain fully two diatinctioiiB between a note and a bill. 

3. Should a note discounted endorsed "without recourse" be 
credited to Notes Receivable account? Why? 

4. If you were an auditor how would you check the contin- 
gent liability for notes discounted, if no Notes Recnvable Dis- 
counted account were kept? 

5. State two methods of guarding against failure to charge 
Notes Receivable Discounted and credit Notes Recdvable account 
upon payment of discounted notes at maturity. 

6. A note for $10,000.00 is discounted with a bank and the 
net proceeds, $9,700, is credited to Notes Receivable. You decide 
that there should be an account to reflect the contingent liability. 
What would your correctional journal entry be? The note is 
dishonored at maturity, no protest fees. What entry or entries 
should then be made? 

7. Assume any transaction you like involving the drawing 
of a draft and indicate skeleton entries for the same on the books 
of all parties concerned, disregarding any question of interest. 

8. How does a trade acceptance differ from a draft? 
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THE SIGNIFICANCE AND TREATMENT OF BALANCE 
SHEET ACCOUNTS (Cootinaed) 

ACCOUNTS RECEIVABLE AND MERCHANDISE 

1. Three Principal ClauificationB of Accounts Receivable 

Accounts Receivable signify the amount owed to the busi- 
ness, from either persons or business organizatiwis, divided into 
various groups, such as customers* accounts, employees' accounts, 
agents' accounts, accounts with transportation companies and 
others. In preparing a balance sheet it is the general practice to 
divide the accounts receivable into three main classifications: (1) 
Customers' accounts; (2) Employees' accounts; (3) Other 
Accounts Receivable. 

Any one who reads a balance sheet is, generally speaking, 
more interested in the amount of customers' accounts than in the 
amount of the two other classifications. For instance, if the terms 
of sale are 2% ten days or 30 days net, and the balance due from 
customers in the aggregate are far in excess of the sales for the 
past thirty days, there is prima facie evidence that collections are 
not being successfully pressed. 

Accounts with employees usually represent advances for 
salaries or expenses and are of no special interest, unless they arc 
abnormally large. By some accountants they are not considered 
current assets but are treated as separate items or included in a 
deferred dass. It depends somewhat on the nature of the accounts. 

Other accounts receivable would include amounts due from 
insurance companies on account of cancelled insurance, amounts 
due from transportation companies for acknowledged claims, and 
the like. 

A controlling account for customers' accounts is more often 
found than not, nowadays. A controlling account for Employees 
or Other Accounts Receivable might be found in a general ledger, 
if the number of individual accounts warranted, but this is not 
usually the case. 
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If the general ledger should cwitain accounts with each of 
two or more employees, the total thereof would ordinarily be 
shown on the balance sheet to avoid going into needless detail. The 
same would be true if there were several ledger accounts with 
various insurance or transportation companies. 

2. Custmnav* Accouoto, Entrie* and BaJiice 

A summary of the nature of items debited and credited to 
Accounts Receivable — Customers' accounts, follows: 

CUSTOMERS' ACCOUNTS 

Debited Credited 

(1) With the total sales in- (1) With cash received from 
voices, through the Invoice customers, through Record 
Journal or Register. of Cash Received. 

(2) With dishonored notes (2) With returns throu^ 
charged back throu^ Jour- Returned Sales Journal, 
nal or Cash book and with (3) With notes given in set- 
protest fees, if any. tlement of accounts, 

(3) With refunds for ovcrcol- through note register or 
lections through Check journal. 

Record {or possibly Petty (4) With allowances, through 
Cash Disbursements general journal, or pos- 

Book). sibly Returned Sales Jour- 

nal. 
(5) With amount of accounts 
written ofE as doubtful or 
uncollectible, through the 
journal. 

The balance of this account should represent the amount of 
customers' indebtedness to the business on open account, except 
those written off. 

3. Ddnts and Credits to Enipl<veas and Other Accotmts 

RaoMrable 

In r^ard to debits and credits to employees' accounts and 
other accounts receivable, everything depends upon how their 
'ndebtedness is incurred and how if is cleared. 
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MERCHANDISE ACCOUNT 
4. Originally SummariKed All Poxhases and SbIm Tram- 



Merdiandise account was originally used to summarize 
transactions connected with both purchases and sales of merchan- 
dise, But, as you will see, this made necessary considerable 
analysis work at the* close of a fiscal period to ascertain the ratio 
of the cost of the goods sold to the selling price, the percentaee of 
gross profit, and other valuable data. 

5. RatURU, AUowancet and Frci^t 

Trading concerns frequently find it necessary to return part or 
all of certain purchases because of defects, or for some other 
reason, in which case the vendor usually makes an allowance to 
the purchaser by issuing a credit memorandum. Conversely, some 
of die merchandise sold may be returned by displeased customers, 
for which allowances have to be granted. Furthermore, cartage, 
freight, express or postage is involved in every returned purchase 
or sale. 

In other cases, allowances will be made by vendors where no 
returns arc involved, as, for instance, when it is discovered that a 
wrong price has been used on an invoice. 

6. Analyiing die "CTd-Faihioned MerchandiM Account" 

From the foregoing, it is not difficult to understand why it 
has become the rule rather than the exception to maintain two or 
more accounts in order to keep separate the results of purchase and 
sales transactions, all of which used to be included in what is now 
referred to as the "Old-Fashioned Merchandise Account." 

Following is a summary of the nature of the items usually 
found in the old-fashioned merchandise account, round amounts 
being used to illustrate: L-..ii-.i^.i;L,C70C">Q[C 
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"OLD-FASHIONED" MERCHANDISE ACCOUNT 

Debited With Crediied With 

(1) Inventory of mcTchaii- (1) Selliog price of prnd* 

diic «>ii hand at the lold _ 16,000 

begiDiiiiig of the fiKal (9) Returned purchaiei 300 

period 10,000 (lo) Amounti charged to 

(2) PurchaM* .„ „ 5,000 veadon ai their pro- 

(3) Returned Salea— SOO portion of freight 

(4) Freight and Cartage in- and cartage inward 

nard on purchatei 200 (and poitibly out- 

(5) Freight and C a r t a g e ward) on purcbaBci 15 

outward on goodi (11) InTcntory of nterchan- 

*old 100 di*e on hand at the 

(7) GroM profit from talei end of Ae fiical 

tiaaifcrrcd to Profit period 3,000 

and Loaa account ),ltl (12) Freight and cartage 

iowarfl on purchaic* 
included in the in- 
ventory on lund at 
the end of Ac fiical 
period .„ 120 

19,436 19,436 



If you were shown the foregoing account and asked to report 
the ratio of profit for the period .to either die cost or selling price 
of net sales (gross sales, less returns) or the ratio of cost of goods 
sold to the selling price thereof, or the pcrccnt^p of freight paid 
on net purchases, you would have to resort to an analysis of the 
account to separate items pertaining to purchases from items pn*- 
taining to sales. This would not be done as easily as you can 
analyze the illustration which shows only otic amount for each 
kind of transaction. The average "old-fashioned merchandise 
account" would contain many recurring items of the same nature, 
mixed with other recurring items of different natures, all of which 
would have to be separated. 

If you should break up the illustrated account into its com- 
ponent parts, in other words analyze it, you would have ine^foX, 
five different accounts as follows: '^ 
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(A) MERCHANDISE ACCOUNT 



Debited With 

(1) laveotor; of mercfaui- 

diie oD hind at the 
beginning of the 6scal 
period 10,000 

(2) PuKhaMS 5,000 



15,000 

(11) Inventory of merchao- 

diM on hand at the 
beginniDE of the fi*- 
cal period, brouf^t 
down 3,000 

(12) Freii^t and cartage on 

■bOTC inventory. 120 



Credited With 
(9) Returned purchases.... 



300 



(11) Inventory of merchan- 
dise on hand at the 
end of the fiscal 
period, carried down 3,000 
Balance transferred to 
Cost of Goods Sold 
account 11,700 

15,000 



(B) COST OF GOODS SOLD ACCOUNT 



Debited With 
(1) Balance (cost of good* 
sold during the per- 
iod) transferred from 
Merchandiie Account 11,700 
1 1 a n ce transferred 
from Inward Pre^t 
and Cartage Account 64 

1I,7« 



(J) 



Credited With 
Balance transferred to Profit 
and Loss account 11,764 
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(C) INWARD FREIGHT AND CARTAGE 

Debited With Credited With 

(4) Freight aod camge od (iq) Amounti charged to tcd- 

purchatei 200 ^on u their propor- 

tioD of freight and 

cartage od punhaiea 

(12) Fre^ht and cartage on 
purchate* iocluded in 
the loTtntoiT' at Ac end 

of the fiscal period 1 

Balance, Inward Freight 
and Cartage trani- 
ferred to Colt of Good* 
Sold AcconnL „.. 



(D) SALES 

Dehited With Credited WIA 

(3) Returned sales gOO (8) SelliDg price of good* 

Balance (net sale)) sold _... 

transferred to Profit 

and LoM account 15,200 

lt,000 



(E) SELLING EXPENSE— FREIGHT AND 
CARTAGE ON SALES 

Debited With Credited With 

(5) Freight and cartage out- Balance (selling expense — 

ward on goods sold 100 frei^t and cartage on sales) 

(6) Freight and cartage in- transferred to Profit and 

ward on returned sale*.. 25 I^ss nocount 1 



125 L ,,, I ^--00^^125 
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With this analysis you can arrive at the profit of $3,311, 
shown in the illustration of an old-fashioned merchandise account, 
as follows : 

Net Sales (D) 15,200 

Cost of Sales (B) 11,764 

Gross Profit 3,436 

Selling Expense (E) 125 

Selling Profit 3,311 

From the foregoing it is easy to determine that the profit of 
$3,311 was 28.15% of the cost of merchandise sold, or 21.78% of 
the net sales. 

It must not be presumed, however, that all business houses 
care to go into so much detail, as, for example, to make fine dis- 
tinctions in the matter of freight. Payments on account of inward 
freight may cover (!) the charges on merchandise purchased or 
(2) the charges on sales returned. Payments on account of out- 
ward freight may cover (1) the charges on merchandise sold or 
(2) the charges on purchases returned. Thus one c<»iccm might 
have four freight accounts, two inward and two outward, in accord- 
ance with the classification just mentioned. Another might be con- 
tent with two freight accounts, one inward and one outward. A 
third might charge inward freight direct to purchases, rather than 
first to inward freight and then close out that account periodically 
to Merchandise account. Such procedure is followed on the theory, 
which is correct, that freight paid to get possession of merchandise 
purchased is as much a part of the cost thereof as the amount paid 
to the vendor. Outward freight items might be charged to either 
Sales account as a reduction of sales, or to Outward Freight 
account, as selling expense, depending upon circumstances. 
Likewise the classification of inward freight might vary. 

How far analytical work should be carried on in the ledger 
depends lai^ly upon statistics desired by the executive office. While 
an accountant should never go into needless detail, it is well to 
remember that it is easier to mix than to separate wine and water; 
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that if certain analysis work is kept current, constructive state- 
ments can be prepared with less difficulty than if the detail has to 
be "dug out" as required. 

7. Dctcnnmiiig C<Mt of Goods SoU by fakventory Matiiod 

Suppose at January 1 you had 15 barrels of apples 
costing $4 each, in a 



And you bought during January S barrels also cost- 
ing $4 each, in all 32 

$92 

And at January 31 you had 6 barrels by actual 
count, costing $4 each, in all 24 

You must have sold 17 barrels in January costing 
$4 each, in all $68 

provided none of the barrels was stolen, nor destroyed, and that 
your actual count at January 31 was correct. If you received $85 
for the 17 barrels sold, your gross profit was the difference between 
$85 and $68, the cost, or $17, one dollar per barrel. 

In the foregoing a uniform cost for all purchases was shown 
for the sake of simplicity. This method of determining the cost of 
goods sold is equally as accurate if costs fluctuate. The results 
will be correct provided no mistake has been made in the count of 
quantities listed in the inventory or in their valuation. 

If the 6 barrels on hand uns(dd at January 31 had been 
counted by mistake as 7 but costed correctly at $4, $28 would have 
been deducted from $92, leaving $64 as the cost of apples sold, as 
against $68, the actual cost, in which event the gross prcdit of $17 
would have been overstated by $4. On the other hand, if the 
barrels had been counted correctly as 6 but had been erroneously 
costed at $5 instead of $4 each, $30 would have been deducted from 
$92, leaving $62 as the cost of apples sold as ag^nst $68, the actual 
cost, in which event the gross profit would have been over staiifa'' 
by $6. 



ACCOUNTS RECEIVABLE AND MDSE. (14) 9 

Therefore, always remember that an inventory should be 
correct, both as to quantities and as to valuation of each quantity. 
Otherwise the Merchandise account will be over or under credited 
at the end of a fiscal period, and the cost of goods sold will be 
correspondingly under or over stated, if the inventory method of 
costing sales is employed. 

Following is an example of determining the cost of goods sold 
by the inventory method when purchase prices fluctuate: 

On hand January 1, cloth 1000 yards @ .30 $300.00 

Boufijit January " 5000 " @ .29 1450.00 

Bought February " 6000 " @.28 1680.00 

Bought March " 300 " @ .27 81.00 

Bought April " 2500 " @ .27>^ 687.50 



Total 14800 $4198.50 



On hand April 30 2500 " @ .27>^ 687.50 

100 " @.27 27.00 



Cost of goods sold Jan. 
1 to April 30 



In this example the 2600 yards on hand were considered to 
be of the stock acquired nearest the date of inventory. This 
assumption is permissible when the stock on hand cannot be identi- 
fied with the purchases. 

8. Cottmg Sales by Invcntoiy Method i> Simple Arittunetic 

The method of deducting the value of merchandise on hand 
at the end of an accounting period from the value of the inventory 
at the beginning of the period plus purchases during the period to 
arrive at the value of merchandise sold during the period, which is 
called the inventory method of determining the cost of goods sold, is 
really nothing more than a simple problem in arithmetic. 
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If you had $5 at the begiinning of the week and received $10 
during the week, and had $3 left at the end of the week, you could 
determine by deduction that you must have spent $12 (provided 
none of your money was lost nor stolen) as accurately as if you 
had made a record every time you made a disbursement. 

In a great many businesses where it is impracticable, if not 
impossible, to make a record of the cost of each article sold at the 
time it is sold to determine the cost of sales for a given period, the 
inventory method is employed, which will give accurate results, 
provided that quantities are correctly counted and valued and that 
none of the merchandise was disposed of during the period except 
by sale. 

9. Imvontory at Coat or Market Whichever u Lower 

It is, however, considered better accounting practice to ignore 
purchase prices and to be governed entirely by market prices in 
valuing an inventory, provided the market price at date of inven- 
tory is lower than cost. Thus the inventory would be stated on 
the balance sheet at the amount at which it could be rqilaced. 

10. Transferring Inventory to New Merdiandite Accoml 

Referring further to the two merchandise accounts illustrated 
on pages 4 and 5, you will notice that Merchandise account is 
credited with Returned Purchases, as these returns represent 
merchandise going out of the business back to the vendors whence 
they came. The inventory on hand at the end of the period, how- 
ever, does not go out of the business. This credit is merely a 
transfer from Merchandise account (current period) to Merchan- 
dise account (next period). The journal entry would be: 

Merchandise (new account) 3,000 

Merchandise (old account) 3,000 

For value of inventory <mi hand at end of 
fiscal period transferred from old to new- 
account. 
Thus the inventory on hand at the end of a fiscal period 

would be transferred to a new merchandise account as inventory 

on hand at the beginning of the next period. 
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It is not necessary to open another merchandise account on a 
new page in the ledger. When the old merchandise account is 
closed out, and the inventory is brougjit down as an opening bal- 
ance for the next period, the new section can be considered as a 
new account. 

11. biventory an AmcI 

The balance brought down as inventory to start the new period 
will be the amount appearing on the balance sheet as an asset. 
T^is is one reason why accountants insist that the inventory shall be 
figured at cost or market price, whichever is lower, at the date of 
the balance sheet. 

12. An Ahcmathra Method 

Instead of having one merchandise account as shown on page 
( 14) 5 charged with inventory at the beginning of the period and 
purchases during the period and credited with returned purchases 
and inventory at the end of the period, in order to arrive at the 
cost of goods sold to transfer to Cost of Goods Sold account, two 
accounts can be opened, one entitled Merchandise Inventory and 
the other Merchandise Purchases account. In this event the post- 
ings would appear as follows: 

MERCHANDISE INVENTORY 

1920 1921 

Dm. Jl iDTcntoiy (credited Jan. 31 Inventory of Jan, 1 

at Dec. 11 to Com transferred to 

of Goodi Sold Coit of Goodi 

account) 10,000 Sold account 10,000 

1921 

Jul 31 iDveotory (credited Feb. 2S Invenlory of Feb. 

at Jan. SI to Cott 1 traniferred to 

of Goodi Sold Coat of Goodi 

account) 16,000 Sold account 16,000 

Feb. 2S Inventory (credited Mar. 31 loveotory of Mar. 

at Feb. 2S to Cost 1 transferred to 

of Goods Sold Cost of Goods 

account) 29,000 Sold account 29,000 

Mar. 31 Invenrary (credited 
at Mar. 31 to 

Cost o* Goodi L'i .i.,C-'OC">qIc 

Sold (ccoiint)- 18,900 " 
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MERCHANDISE PURCHASES 

1921 1921 

Jan. 11 Purcbaies for Jaa- Jan. 31 Retuined purchasea 200 

uaty 20,000 Jan. 31 Balance trausfeired 

to Coit of Goods 

Sold 19,S00 

20,000 20,000 

Feb. 2g Purcbaaes for Feb... 30,000 Feb. 2% Returned purchase* 900 
Feb. Zi Balance traniferred 
to Coit of Goodi 
Sold 29,100 

30,000 30,000 

Mar. 31 Purchatea foi Mar. 31 Returned purchaaei 100 

March 5,000 Mar. 31 Balance traosfeTied 

to Cost of Goods 

Sold 4,900 

5,000 5,000 



COST OF GOODS SOLD 

1921 1921 

Jan. 31 Inventory Dec. 31.. 10,000 Jan. 31 Inventory Jan. 31.. I£,0O0 
Jan. 31 Net purcbaaea Jan. 19,SO0 Jan. 31 Balance to Profit 

and Loii 13,800 



Feb. 2S Inventory Jan. 31.. 1£,000 Feb. 28 Inventory Feb. 28... 29,000 
Feb. 28 Net purchases Feb. 29,100 Feb. 28 Balance to Profit 

and Loss 16,100 



Mar. 31 Inventory Feb. 2S.. 29,000 Mar. 31 Inventory Mai. 31 18,900 
Mar. 31 Net purchases Mar. 4,900 Mar. 31 Balance to Piofit 

and Loas 15,000 
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Under this plan Cost of Goods Sold account is charged with 
the inventory at the beginning of the period and purchases during 
the period and credited with the inventory at the end of the period. 
The balance represents the cost of goods sold during the period, 
arrived at in the logical, arithmetical way. 

Assuming an accounting period of one year. Merchandise In- ' 
ventory account would stand charged at the beginning of the year 
with the inventory which was credited at the end of the preceding 
year to Cost of Goods Sold account. No further entries would 
be made in Merchandise Inventory account until the end of the 
year, when the balance would be charged back to Cost of Goods 
Sold account. In other words Merchandise Inventory account 
holds the value of the inventory at the end of a period in trust 
from Cost of Goods Sold account, so to speak, to be delivered back 
to it at the end of the next period. To put it differently. Mer- 
chandise Inventory account receives from Cost of Goods Sold 
account the inventory on hand at the end of a given period as 
"inventory at the end of the period" and returns it at the end of 
the next period as "inventory on hand at the beginning of the 
period." 

Merchandise Purchases account shows the purchases for the 
period and the returns. The balance, therefore, of this account 
represents the "net purchases" for the period. Some concerns go 
one step further and have an additional account for "Returned 
Purchases" the balance of which they close out to the credit of 
Merchandise Purchases account at the end of the period. 

In preference to the other methods described, we recommend 
the plan of having a Merchandise Inventory and a Merchandise 
Purchases and a Cost of Goods Sold account each debited and 
credited as outlined above in connection with what we have hap- 
pened to call the alternative method, because we believe they 
facilitate the best analysis of facts relative to inventory, purchases, 
and cost of goods sold. 

The foregoing accounts and procedure are all based on the 
inventory method of arriving at the cost of goods sold. The 
accounting procedure under the method of costing each sale is 
slightly different. While the methods of determining a manufao 
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turcr's cost of products sold belong to the more advanced subject of 
cost accounting, the accounting principle invtJved after costs have 
been determined is elementary. It is then merely a matter of 
charging Cost of Goods Sold account with the total cost of goods 
sold during a given period and of crediting an appropriate inven- 
tory account. 

For a comparison of the Old Fashioned Merchandise Account 
with the accounts that are now generally used in its place, see 
Figure I. 
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QUESTIONS 
LESSON 14 

1. Under what three main classifications arc Accounts 
Receivable shown on a balance sheet? 

2. Explain two modem bookkeeping methods in connection 
with the keeping of Merchandise account and Cost of Goods Sold 
account when inventories are used to detennine cost of goods sold, 
disregarding all questions of transportation charges. 

3. Why are customers' accounts shown separately on a 
balance sheet? 

4. Suppose you were called upon to audit the books of a sole 
proprietor for the jKriod July 1 to December 3 1 ; 

Merchandise Inventory mi hand July 1 amounted to $10,000; 
at December 31 it amounted to $6,000. Which amount would 
you show on the balance sheet of December 31 as an asset, or 
should neither be shown? 

5. Describe briefly the "Old Fashioned Merchandise 
account" and indicate the evolution toward modern ideas of 
itccounting for gross profits from the sale of merchandise. 

6. In valuing inventory for purposes of determining gross 
profits from sales should the items comprising the inventory be 
valued at cost or market, if market is higher than cost? If market 
is lower than cost? 

7. What is the idea of having separate accounts for the 
different elements that enter into gross profits from sales? 

8. What is an inventory? 

9. Describe the inventory method of arriving at the cost of 
goods sold during a given period. 

10. What two things should be especially observed in 
preparing an inventory of merchandise on hand at the end of an 
accounting period and why ? 

1 1 . Submit a trial balance of customers' accounts and a recon- 
ciliation of bank balance both as of August 31. 



SIGNinCANCE AND TREATMENT OF BALANCE 
SHEET ACCOUNTS (Coqtiiiiwd) 

ACCRUALS AND INVESTMENTS 

1. Accrued Into-ert DluMnited 

If Liberty Loan bonds, bearing interest at the rate of 4^4 %> 
payable May 15 and November 15, were quoted at 90 on the stock 
exchange on November 30, and you bought a $1,000 bond (par 
value) at that price on that day, the broker would charge you 
$900 for the bond, probably $15 as commission, and in addition 
"accrued interest" of $1.77, so that altogether you would pay 
$916.77. 

For bond $915.00 

For accrued interest thereon 1.77 

$916.77 



On your books you would charge the cash disbursement, $915 
to Liberty Bond account, and $1.77 to Accrued Interest Receiv- 
able. You bought, in effect, two things, a bond and some interest, 
the amount you paid for commission being a part of the cost of, the 
bond and not expense. Neither would die amount you paid for 
interest in this case be an expense. It would be an asset, because 
you would receive the amount back from the government on May 
15, following, included in the coupon payable then, amounting to 
$21.25. Such an expenditure for accrued interest receivable is 
quite different from the interest you would pay for the use, say, of 
$1000 for a year at 6%. 

The $60 thus spent would be an expense, being value gone 
never to return. 

The amount of accrued interest of $1.77 in the foregoing 
illustration, as you are probably aware, is arrived at by calculating 
the interest on $1,000, the par value of the bond, from November 
15 to November 30, one-half month, at 4j4%. 
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ACCRUALS AND INVESTMENTS (15) 2 

The amount of interest accrued on any item at a given date 
is determined by figuring interest on the principal sum from the 
date the last installment of interest was paid to the ^ven date. 

2. Accmla Signify Inne EloiMnt 

Accruals are found in connection with obligations or promises 
to pay amounts depending upon time as one of the factors, that is 
to say, when elapsed time has to be taken into consideration to 
determine the amount due at any particular date, as in the case 
of interest, rent, salaries, taxes and the like. 

3. AccnwU May be Am«U or LiabOitiea 

If the accruals run in favor of the business they arc accrued 
assets; if against the business they are accrued liabilities. A balance 
sheet should show all assets and liabilities of the business, including 
those that have accrued at the date of the balance sheet; otherwise, 
it would not reflect the true financial condition of the business. 

4. Accrued Eamings and E^icBH* 

Another reascm lor accruing interest, rent, salaries, taxes and 
like items is that the Profit and Loss account may include expenses 
incurred during a given period, regardless of whether the cash 
therefor has been disbursed or not, and similarly that the earnings 
may include amounts actually earned during the period for rent, 
interest and the like, even though the amounts cannot be collected 
until later. 

5. C«dra Ddbits and Credits for Accnnk 

It will help you to understand accrued assets and liabilities to 
know that when an accrued asset account is charged the cor- 
responding credit is to an earning account and when an accrued 
liability account is credited, the corresponding charge is to an 
expense account, thus: 

March 3i 

Accrued Interest Receivable 25.00 

Interest Earned 25.00 

For three mondis' interest accrued on 5% 

bonds of F. & G. Co., interest payable i .-..-.qIc 

Jan. land July 1, par value $2,000. '' ' t.S 
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March 3! 

Wages (Expense) 180.00 

Accrued Payroll 1 80.00 

For amount of wages accrued at this 

date for payroll week ending April 2, 

}i of $270. 

The first journal entry reveals the fact that the company 
owned 5% bonds from which it had been receiving $50 as interest 
on January 1 and July 1. In preparing the balance sheet at March 
31, the accountant had to take into consideration that three months* 
interest had accumulated on the bcHids, notwithstanding the fact 
that no interest was collectible until July 1. Since there was no 
(^ligation on the part of F. & G. Co. to pay on March 31 any 
portion of the coupon due July 1 , the accountant could not properly 
charge the F. & G. Co. He therefore charged "Accrued Interest 
Receivable," the name given to the account to cover such a situa- 
tion, crediting "Interest Earned" Account, the account that would 
reflect die nature of the value coming into the business in the way 
of an earning. 

The second journal entry discloses the fact that the company 
had a weekly payroll amounting to $270, which it was the custom 
to pay at the end of the week. At March 31, the week had not 
expired. There were two more days before the employees would 
be paid. Nevertheless the company owed the employees at March 
31 for their services up to that date, although it did not expect to 
pay them until later an amount which would also include two days 
of April. If the employees had all resigned at March 31, they 
could have enforced payment of their wages covering the period 
from the date they were last paid up to the end of the month. It 
was this liability that the accountant desired to get on the books, 
when he made the second journal entry, in order that it might not 
be overlooked in preparing a balance sheet as of March 31. His 
other purpose was to charge against the operations of March that 
proportion of the payroll for the week ending April 2 that ri^t- 
fully belonged to March. 

6. Carii Credited or Debited to Accrued AccotmOi 

When ca^ is received on account of an accrued asset, it 
should be credited to diat account. If the periodical accruals have 
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been made properly, the amount cumulated in the account at the 
time the cadi is due will exactly equal the amount of cash received. 
Conversely, when cash is paid on account of an accrued liability, 
it should be charged to that account. If the periodical accruals have 
been made properly, the amount cumulated in the account at the 
time payment is due will exactly equal the amount of the disburse- 
ment. For example: 

Suppose the A. B. C. Company owns a building which it rents 
to the X. Y. Z. Company for $4,800 a year, payable semi-annually 
' (in arrears), January 1 and July 1. 

If the A. B. C. Company is in the habit of preparing monthly 
balance ^eets or statements of income and profit and loss, it will 
accrue the rent receivable monthly as follows: 

January 31 

Accrued Rent Receivable. 400.00 

Rentals 400.00 

For proportion of rental accrued month 
of January. 

February 28 

Accrued Rent Receivable. 400.00 

Rentals 400.00 

For proportion of rental accrued month 
of February, 

And so on with March, April, May and June. 

At June 30 Accrued Rent Receivable account would show a 
debit balance of $2400 as a result of six debits of $400 each, which 
would exactly equal the amount due for rent on that day from the 
X. Y. Z. Company. The credit for the cash received would then 
ofiset the debit and the account would no longer show a balance. 

In the meantime the bookkeeper of the X. Y. Z. Company, 
we will say, has been accruing the rent monthly on his books as an 
expense as follows: 
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January 31 

Rent 400.00 

Accrued Rent Payable 400.00 

For proportion of rent accrued month 
of January. 

And so on with February, March, AprO, May and June. 

At June 30 the Accrued Rent Payable account on the books 
of the X. Y. Z, Company would show a credit balance of $2400 
as a result of six credits of $400 each, which would exactly equal 
the amount that must be paid on that day to the A. B. C. Company. 
The detHt to the account for the disbursement would then offset 
the credit and the account would no longer show a balance. 

7. AecooBt TidM Sioidd DUtmgiinh Accrued AmcU from 

Accrued Liabilities 

A business, as you know, may have interest or rent accruing 
in its favor on account of investments, and at the same time have 
interest or rent accruing against it on account of certain promissory 
notes or rent agreements. To distinguish the accrued asset from 
the accrued liability, some accountants call the asset "Accrued 
Interest" or "Accrued Rental" and the liability "Interest Accrued" 
or "Rent Accrued." Notice that the word "accrued" is placed 
last in naming the liability, and, in the case of rent, the name is 
changed from rental to rent. The word "rental" is used to sig- 
nify revenue derived from rented property, and the word "rent" 
the expense for the use of property. Other accountants use the 
words Receivable or Payable to make the distinction, as, for 
instance, Accrued Interest Receivable, Accrued Interest Payable, 
Accrued Rent Receivable, Accrued Rent Payable. The advantage 
of the second method is that the words clearly express the meaning 
without taxing the memory. 

8. Ledger Accoont Enbiee and Balanee 

Following is a summary of the nature of items dctnted and 
credited to accrued accounts: 
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ACCRUED ASSETS 

Debited With Credited With 

(1) Amount of earning accru- (1) Cash received on account 
in£ for a given period, of the item accrued, 

(through the journal). (through the cadi re- 

ceived book). 

The balance of the account represents an amount of earning 
accrued at a given date. 

ACCRUED LIABILITIES 

Debited With Credited With 

( 1 ) Cash paid on account of ( 1 ) Amount of expense accrued 
the item accrued, foragivenperiod 

(through the check (through the journal), 

record). 

The balance of the account represents an amount of expense 
accrued at a given date. 

INVESTMENTS 

9. Natnra of hrmtxatml* 

The kinds of investments made by a business house do not 
differ materially from those made by an individual, althou^ the 
purpose may be different. That is to say, a business house may 
invest in real estate, Liberty Loan bonds, stocks or bonds of any 
corporation, trade acceptances, and the like for the sole purpose 
of obtaining income on funds not needed elsewhere, just as an 
individual invests his savings to secure additional returns. The 
funds thus employed may have been acquired at the outset by the 
receipt of cash in excess of working requirements, or later by 
accumulation through profits realized. 

Or a business may make an investment, not so much to obtain 
a fixed amount of interest or dividends for its idle money as to gain 
control over another business, expecting thereby to secure for itself 
alt of the benefits that might result from such control. An indi- 
vidual has, as a rule, neither the capital nor the inclination to make 
an investment of this character. Such an investment, however, 
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is in the nature of a purchase of a plant, and for that reason may 
be considered a Axed asset. 

As already stated, only long term or permanent investments 
should Im shown cm the balance sheet under the caption Invest- 
ments. Short term investments should be included among the 
current asseb. 

10. Prenunm and DiKOlint 

Stocks and bonds may be bought at a premium or a discount, 
that is, for more or for less than their par, or face, value. If so, 
the premium or discount requires special treatment on the books. 
As the accountancy of investment is an advanced topic, it will not 
be introduced until after the study of corporations. For the pres- 
ent, therefore, in your practical worlc the tmly investments you will 
have to consider will be Liberty Loan bonds, with which everyone 
is familiar, and which you will record only at par value; 

11. Ledger Accomt Entriea and Balance 

A summary of the nature of items debited and credited to 
Investment account follows: 

INVESTMENT ACCOUNT 

Debited With Credited With 

( 1 ) Purchase price of invest- ( 1 ) Selling price of invest- 

ment through check ment, throu^ cash re- 
record, if paid for in ceived book, if sold for 
cash, or through journal, cash, or through journal, 
if acquired on credit, or if sold on credit or 
by other means. otherwise disposed of. 

(2) Profit on sale of invest- (2) Loss on sale of investment 

ment, transferred to the transferred to the debit 

credit of Profit or Loss of Profit or Loss cm Sale 

on Sale of Investments of Investments account, 

account. 
The balance of this account should represent the cost of 
investments held. 

From this time on mention will not be made of the books of 
original entry from which items are posted to ledger accounts'.'' '' h 



QUESTIONS 
LESSON IS 

1. Explain briefly what is meant by an accrued asset; an 
accrued liability. 

2. What is the object of accruing items? 

3. In double entry when one account is debited another must 
be credited. What kind of account is debited when an accrued 
earning account is credited? What kind of account is credited 
when an accrued expense account is debited? 

4. What distinguishes investments from fixed and current 
assets? 

5. Name one factor that always enters into the determina- 
tion of the amount of any accrued item. 

6. What is wrong, if anything, with the following journal 
entry? 

November 30, 1921 

Accrued Interest Receivable 100.00 

Interest Expense 100.00 

On July i we paid $600 for six 
months' interest in advance on note 
of $20,000 payable to First National 
Bank which was charged to Interest 
Expense account. This entry to 
adjust Interest Expense account to 
show the expense for the five months 
ending November 30, as the remain- 
ing $100 belongs to December. 

7. How are accrued asset accounts balanced? Accrued 
liability accounts? 

8. Submit the detail of your Vouchers Payable account as of 
September 30, 1920. . ^, . , (^^ooqIc 



THE SIGNinCANCE AND TREATMENT OF BALANCE 
SHEET ACCOUNTS (Conliined) 

FIXED ASSETS 



1. HzmI AHOto, Tangible and IntMigJble 

The fixed assets most often found on balance sheets are such 
tangible assets as land, buildings, machinery, furniture and fixtures, 
horses and wagons and other delivery equipment, and such 
intangible assets as good will, franchises, patents, and trade marks. 
A discussion of the intangible assets mentioned above is reserved 
for a later lesson. 



2. Real Estate May be Part of Hani or Inmrttneott 

Certain business oi^anizations, such as those engaged in 
manufacturing, must have land and buildings in order to operate. 
If owned, such property is known as part of the plant. Or land 
and buildings not necessary to the life of the business may be 
bought as an investment or taken in settlement of a debt. Such 
property should be classified in the balance sheet under Invest- 
ments. Therefore, the point to remember in classifying land and 
buildings is not the original purpose for which they were acquired 
so much as the use to which they are being put. Land and build- 
ings originally acquired as an investment, or in settlement of a debt, 
or possibly as a gift, might subsequently be used to accommodate 
an enlargement of the plant. Their classification would there- 
upon immediately change. 

As has been pointed out to you before, and as will be empha- 
sized again and again, the accountant is forever analyzing things 
into their component parts. He insists upon separate accounts for 
land and buildings not necessary to the operation of the business 
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and land and buildings that are, because the former can be sold 
without vitally affecting the continuation of the business and the 
latter can not. The former he calls Investments, the latter Prop- 
erty, or I^ant, or Plant Property. 

3. Land ud Bandings Should be Kept Separate 

But he is not content with stopping there. He must have a 
separate account with land and a separate account with buildings, 
because the former does not, as a rule, decrease in value, nor wear 
out as time goes on. In fact, it is more apt to increase in value 
than to decrease, as population and demands for land increase. 
Buildings, on the other hand, wear out in due time and have to be 
replaced, under ordinary circumstances; at least they have to be 
constantly repaired. Hence, certain expenditures are necessary for 
renewals, replacements .and repairs, and sometimes buildings are 
enlarged or improved over their original condition. The account- 
ant is vitally interested in all such matters, because he is often 
called upon to decide whether a certain expenditure is properly 
chargeable to the asset account, or to an expense account for upkeep. 

4. Capital and Renrcnne E:q»endttun» 

If land is acquired as part of the plant, it is considered proper 
to charge Plant account with all incidental expenses pertaining to 
the purchase, in addition to the purchase price itself, such as the 
expense of having the title guaranteed by a title guarantee com- 
pany, the amount paid as commissions, if any, for the purchase of 
the property, and the like. Charging expenses to a fixed asset ac- 
count, if done intentionally, is known as "capitalizing" expenses, 
because the expenditure goes to increase a capital asset rather than 
to decrease the profits, which it would do if charged to an expense 
account. Capitalizing expenses is legitimate under certain circum- 
stances, but care must be exercised lest the practice be followed 
when it is wrong to do so, thus concealing losses. 

Broadly speaking, all amounts paid for, or in connection with, 
the acquisition of an asset up to the time it is set to work arc 
chargeable to the asset account. 
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As you have already been told, freight paid on merdiandisc is 
considered as much a part of the cost of the merchandise as the 
amount paid to the vendor. It is the general rule to charge 
directly or indirectly to Merchandise account all expenditures on 
account of merchandise up to the time it is laid down in store. 
(By indirectly is meant a charge to another account, like Freight, 
which is later closed into Merchandise account.) Once in store, 
the merchandise is set to work as a potential, if not an actual, sale. 

Likewise with land. Even after it has been acquired, it may 
prc^erly be charged with expenditures made to get it ready for 
the erection of buildings, or even with interest on money borrowed 
to secure the land; in short, with all expenditures occasioned by the 
acquisition of the land up to the time operations begin. After 
that all expenditures, except those in the nature of "improvements 
or betterments" that tend to increase the value or the earning 
capacity of the plant, should be diarged to operating expenses. 

Expenditures that can be charged to a fixed, or capital, asset 
are called "Capital Expenditures". All other expenditures on 
account of that capital asset arc called "Revenue Ejqicnditures." 
The line of demarcation is- sometimes indistinct. 



5. Use of Land GovemB Ita Claaiificatiop 

Land may be acquired and not used directly in operations, 
nor for the purpose of securing returns in the way of rentals. For 
example, an adjoining lot may be secured to prevent the erection 
of undesirable buildings close at hand. Such indirect use, in our 
opinion, puts the land in the plant class rather than the investment 
group, and any expenditures thereon in the way of interest, taxes, 
upkeep, improvements, and the like should be treated the same as 
if the land were used for the location of a factory. The use, 
direct or indirect, should govern. 



6. Ledger Account Entriea and Balance 

A summary of t 
Land account follows 



A summary of the nature of items debited and credited tOi ^ 
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LAND ACCOUNT 

Debited with Credited with 

(1) Purchase price of land ac- (1) Selling price of land sold. 

quired. (2) Loss on sale of land trans- 

(2) Expenses incurred up to f erred to the debit of 

time operations begin. "Profit or Loss on Sale 

(3) Improvements or Better- of Capital Assets" ic- 

mcnts that increase the count, 

value or earning capac- 
ity of the plant after 
operations have begun, 
not to be confused with 
ordinary repairs. 

(4) Profit on sale of land 

transferred to the credit 
of "Profit or Loss on 
Sale of Capital assets" 
account. 

The balance of this account should represent the cost of land 
owned. 

Another bookkeeping way would be to credit land with the 
cost price instead of the selling price and credit or debit "Profit or 
Loss on Sale of Capital Assets" account with the difference be- 
tween cost and selling price. The first method is perhaps prefer- 
able because it records the selling price and the profit or loss in the 
land account itself. However, under that plan care must be exer- 
cised to transfer the profit or loss immediately to Profit on Sale of 
Capital Assets account, otherwise the matter might easily be over- 
looked and the balance of land account would not represent the 
cost of land owned. It would be overstated fay the amount of the 
loss, or understated by the amount of the profit, 

7. Segr g gKticin According to Rate* of Depredation 

Buildings may be erected by a company on land owned, or on 
land leased for a number of years. In the latter case, unless other- 
wise provided for in the lease, the building becomes the property 
of the owner of the land at the expiration of the lease, regardless 
of who paid for its erection. Or both the buildii^ and the land 
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on which they are located may be leased for a certain term. These 
distinctions are important principally in connection with the mat- 
ter of charging the expense of a current period for that period's 
proportion of the loss that may be incurred by the surrender of the 
building at the expirati<»i of the lease, if built by the lessee on 
leased ground, or at the end of its service life, if built on land 
owned. 

White we will not take up the matter of depreciation of 
assets in detail until later, yon ought to know before going further 
that it is the accounting practice to segregate depreciable assets, 
even of the same general classification, into separate accounts, 
more or less according to the rate at which they depredate. Thus, 
because wooden buildings wear out or depreciate faster than brick 
buildings, a concern, if it owned both kinds, would ordinarily have 
a ledger account for each, so that die amount to charge against 
current operations for current wear and tear could be readily 
ascertained by applying the different depreciation rates to the 
valuations shown by the respective accounts. Likewise, buildings 
erected on leased land, especially if the lease expires before the 
service life of the building, should be kept separate from buildings 
erected on owned lands, if a business should happen to have paid 
for the construction of both kinds. 

8. Incraasing Original Eanung Capacity a Capital E^mo- 



When it comes to buildings and equipment the accountant is 
often called upon to face the problems of additions, betterments, 
replacements, renewals and repairs, and to decide whether certain 
expenditures are properly chargeable to an asset or to an expense 
account 

As a general rule, any expenditure that improves the original 
condition of a building or of equipment to the extent of increasing 
the productivity or the earning powers of the operations carried on 
within that building or by that equipment are properly chargeable 
to the cost of the building or equipment. For example, if an addi- 
tional story were added to provide needed room for a growing 
business, such cost would be properly chargeable to Building ac- 
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count If, however, an accident happened and an elevator had to 
be repaired, the cost of repairs would be a Revenue rather than a 
Capital expenditure. 

In a way, the repair to the elevator would increase the earn- 
ing capacity of the building in that, if it were not repaired, the 
cost of labor would increase due to retarded movements. But 
this is not the meaning to be applied to the expression "to increase 
the earning capacity". The original earning capacity must be 
increased. 

Generally speaking. Additions and Bettermrats are Capital 
expenditures; Replacements, Renewals and Repairs are Revenue 
expenditures. 

9. AdditioB* and BcttoniMnto 

Additions arc generally conceded to mean entirely new, addi- 
tional structures or equipment, as contrasted with new structures 
or equipment to take the place of old. Betterments, on the other 
hand, are thought of as improvements by enlargement, or in any 
other way, of structures and equipment that previously existed. 

10. Replacemento 

A replacement is something substituted for another thing. If 
a building ^ould bum down and another was built to take its 
place, that would be a replacement. 

Supposing conditions in respect to materials and labor had 
changed, and it cost more to replace a destroyed building with a 
new one of the same capacity than the original structure cost, how 
should this excess cost be treated? Some accountants believe that 
the entire net cost of replacement, in such a case, should be charged 
against profit and loss ; others contend that the excess of net cost of 
replacement over original cost can be charged to tht building ac- 
count, thus increasing it to the cost to reproduce at present day 
prices, and that the remainder of the net cost of replacement should 
be charged to profit and loss. We are inclined to the latter view. 

We believe the simplest way to handle the matter froin a 
bookkeeping point of view, however, is to write off ^e cost of the 
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destroyed unit as a loss and diarge Building account with the cost 
of the new structure. Our reason is that a charge to Building 
account for the entire cost of a new building would not be ques- 
tioned if it were an additional one instead of the replacement of 
an old one. Nor would it be a misstatement of facts to carry the 
new building on the books at actual cost, rather than at the lower 
cost of the building it replaced, built years ago. By taking this 
view of the matter, we do not, however, advocate increasing per- 
iodically the value of all buildings and equipment to the cost to 
reprodu<% at present day prices, if prices have advanced, by a 
charge to property accounts and a credit to Profit and Loss account. 

11. Repairs and Renawab 

Repairs and renewals arc often thought of as synonymous 
terms, though strictly speaking, a renewal implies an extension of 
time. For instance, when a note falls due it may, with the am- 
sent of the payee, be "renewed" for, say, another six months. 
Renewals may be said to renew the life of a building and keep it 
going, but so do repairs. Any expenditure incurred In trying to 
keep a building in its original condition, or as nearly so as possible, 
is a Revenue expenditure. 

12. Ledger Accomt Entriea and Balance 

A summary of the nature of items debited and credited to 
Building accounts fdlows: 
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BUILDING ACCOUNT 



Credited with 

(1) Selling price of buildings 

sold. 

(2) Cost of buildings de- 

stroyed. 

(3) Loss on sale of buildings 

transferred to the debit 
of "Profit and Loss on 
Sale of Capital Assets" 
account. 



Debited with 

(1) Purchase price of build- 

ing bought, including 
the cost of getting the 
building in condition for 
use after it was ac- 
quired. 

(2) Cost of construction. This 

would be contract prices, 
if built under contract, 
or cost of material and 
labor, plus a proportion 
of general overhead 
(expense of superintend- 
ence and miscellaneous 
incidental expenses) if 
constructed by the busi- 
ness itself. 

(3) Additions and Betterments 

(4) Realty Fixtures, if de- 

sired. 

(5) Profit on Sale of buildings 

transferred to tlie credit 
of "Profit or Loss on 
Sale of Capital Assets" 
account. 



The balance of this account should represent the cost of build- 
ings owned. 

FIXTURES 

13. IMitinctioii Between Realty and Pcnonal Fizhve* 

If you have ever rented an apartment or a house, you have 
probably been warned by a friend not to fasten to the walls any- 
thing you prized, because in so doing you would make a present of 
it to the landlord. Fixtures are divided by law into two classes, 
Realty and Personal. The former are such fixtures as are so 
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attached to real property — land or buildings — as to be considered 
a part of it. Personal fixtures arc all other fixtures. 

While there appears to be a conflict of opinion even among 
lawyers as to what makes a fixture realty, a workable rule to 
follow in most cases is to consider as a part of the cost of the 
building any fixture so attached that it cannot be removed without 
injuring the building structure, and to consider as personal prop- 
erty all other building fixtures and equipment. In the first class 
would fall built-in vaults to contain office records, elevators, mail- 
ing tubes, water and heating plants and tlic like. In the second 
class would be included office furniture, computing machines, ordi- 
nary safes, book trucks, and the like. 

If it is not desired to charge building account with the cost 
of realty fixtures a separate account should be opened for them. 
In any event they should not be charged to the same account as 
personal fixtures. The latter are charged to an account usually 
called "Furniture and Fixtures". 

14. Ledger Accouit Entries and Balance 

A summary of the nature of items debited and credited to 
Fixtures accounts follows: 

REALTY FIXTURES 

Del>itcd with Credited with 

( I ) Cost of fixtures so at- ( I ) Transfer to building ac- 

tached to realty as to be count in case building is 

considered a part of It. destroyed or sold. 

The balance of this account represents the cost of realty fix- 
tures. This account may i>e kept if there is any good reason for 
doing so. One reason might be a desire to know how much die 
expenditure for realty fixtures amounted to where such an outlay 
was more than incidental. Otherwise there is no particular reason 
why such expenditures should not be charged direct to the appro- 
priate accounts with land or buildings. , , 

-- '--''"gi'-- 
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FURNITURE AND FIXTURES 

Debited with Credited with 

( 1 ) Purchase price of personal ( 1 ) Selling price of furniture 

fixtures and office fumi- and fixtures sold. 

turc. (2) Cost of furniture and fix- 

(2) Profit on sale of furniture tures destroyed, lost or 

and fixtures transferred otherwise disposed of. 

to the credit of Profit (3) Loss on sale of furniture 
and Loss on Sale of and fixtures transferred 

Capital Assets account to the debit of "Profit 

and Loss on Sale of 
Capital Assets" account. 

The balance of this account should represent the cost of per- 
soivil fixtures and office furniture owned. 

DELIVERY EQUIPMENT 

15. A Separate Aecoont for Each Kind <rf EqmpnHnt 

Delivery Equipment is a modem name for an account to 
which are charged expenditures for equipment used for general 
delivery of material coming in or going out. If die equipment 
consists of more than one kind of unk, such as auto trucks, and 
horses and wagons, it is customary to have separate accounts with 
each unit for general information as to how much capital is in- 
vested in each kind, as well as for depreciation purposes. The 
items debited and credited to Delivery Equipment follow the same 
general principles as the items debited and credited to Furniture 
and Fixtures account. The balance of the account should repre- 
sent the cost of Delivery Equipment owned. 

MACHINERY AND TOOLS 

16. Standard and Special Macfainee 

The same general practice obtains in respect to machines as in 
respect to other fixed tangible assets. TTiat is to say, it is custom- 
ary to divide them into classes more or less in accordance with the 
ralte at which they depreciate, with a ledger account for each group. 
Thus, standard machines, will be kept separate from special ma- 
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chines. A standard machine is, as its name implies, one that can 
be used wherever a standard operation, like turning with lathes, is 
to be performed. A special machine is one that has to be made 
for a special purpose. The latter is liable to depreciate more rap- 
idly than the former for one reason on account of the greater 
possibility of becoming obsolete through a new invention. 

Another example of dividing assets into groups in accordance 
with the rate of depredation is the practice of stHnc manufacturing 
concerns to keep an account with a machine, and a separate ac- 
count with the tools it uses. No one has to be a mechanic to 
understand that the tool part of a machine is Used up much more 
rapidly than the body of the machine. 

The items debited and credited to Machinery account follow 
the same general principles as the items debited and credited to 
Furniture and Fixtures, or Delivery Equipment. The balance of 
the aa»unt should represent the cost of machinery owned. 
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QUESTIONS 
LESSON 16 

1. How is real estate classified in a balance sheet? 

2. What items should be charged to Delivety Equipment 
account? What would be the nature of credits to this account? 

3. Real E^state includes lands and buildings and fixtures 
pennancndy attached to nther. Why is it considered necessary 
then to keep separate accounts for land and buildings? Why not 
combine them in a Real Estate account? 

4. Give a working rule to assist a bookkeeper in deciding 
wbedier a given expenditure should be charged to Realty Fixtures 
or to Furniture and Fixtures account. 

5. Should all buildings be charged to "Buildings" account? 
And should all machines be charged to "Machinery" account? 
If not, why not? 

6. Distinguish betweien Additions, Betterments, Replace- 
ments, Repairs, Renewals. 

7. Distingui^ briefly between Capital and Revenue 
Expenditures. 

8. Give a working rule to assist a bookkeeper In deciding 
whedier a given expenditure is a capital or revenue expenditure. 
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THE SIGNmCANCE AND TREATMENT OF BALANCE 
SHEET ACCOUNTS (ContbuMd) 

DEFERRED CHARGES 

1. Prepaid and Unonial pTpfntw 

Deferred Charges is the balance sheet group tide usually given 
to the proportion of expenditures made in one period applicable to 
the expenses of a subsequent period or periods. 

Prepaid expenses all fall into this category, as do certain 
unusual expenditures, generally large in amount, which account- 
ing judges have decided do not necessarily have to be chai^;ed to 
the period in which they were incurred but can be charged ofi in 
pro rata installments over a number of periods. 

Expenses most frequently paid in advance are insurance, 
taxes, interest, and rent. Examples of unusual expenses, referred 
to above, are the expenses of conducting an extensive advertising 
campaign, some of the benefits of which will be felt in the future, 
experimental expenses, discount on bond issues, and rent paid 
covering the time taken to renovate a newly leased store, as wdl 
as the cost of the renovati<»is themselves. Improvements of leased 
property are sometimes included among the pri^wrty accounts, 
especially if the amount involved is largeu and the lease has a 
number of years to run. 

2. Dtfcrmining the Asset Value <rf Prepaid F.»pfise 

It is comparatively easy to determine the asset value of pre- 
paid expense at the date of a balance sheet. As the length of time 
for which it is prepaid is known, it is merely a matter of figuring 
the proportion that the unexpired time bears to the whole time and 
applying that ratio to the total expenditure to arrive at tiie amount 
deferred. For instance, if in preparing a balance sheet at Decem- 
ber 31, you found that rent amounting to $6,000 had been paid on 
April 1 for one year in advance, you would consider as an asset, 
under the Deferred Charges caption, tile proportion of $6,000 
applicable to rent beyond December 31, namely $1,500 for tiie 
following quarter, January 1 to Mardi 31. 

The same accounting principle holds true, regardless of Ae 



DEFERRED CHARGES (17) 2 

nature of the expense prepaid, except that in respect to fire insur- 
ance some concerns consider that the asset value is the portion the 
insurance company would return if the insurance were cancelled 
by the insured, which would be based on a "short rate" of insur- 
ance. However, it is considered proper for a going concern to 
figure the unexpired insurance — the amount prepaid — on a pro 
rata rather than a short rate basis, even though the pro rata 
method of calculating docs producx a greater asset value than 
would actually be collectible if the insurance were cancelled by the 
insured. To a going concern the asset value would be the cost of 
the unexpired insurance, rather than the amount that would be 
realized // the insurance should be discontinued. 

This same accounting principle applies to fixed assets. They 
do not have to be carried on the balance sheet of a going concern 
at the amount that would be obtained if they were sold, but can 
properly be carried at cost, provided provision is made for depre- 
ciation. 

3. Detoiiiinnig the Asset Value of Unnsml E^ienses 

In respect to unusual items such as a large outlay for an 
advertising campaign, it is seldom known exactly how far in the 
future the bcne£ts will carry. How much shall be considered as 
asset value at a given date is, therefore, a matter of estimate and 
of business judgment. Some business houses, if they have been 
prosperous during the year, will consider the total amount as ex- 
pense; if not, they will defer the chaise. 

The principle upon which expenses are deferred is not based 
on prosperity nor adversity, but, nevertheless, if it is found that 
after an advertising campaign has ended, sales take a big jump, it 
is natural to ai^e ^at the sales were the result of the campaign 
and that, therefore, the period benefited by the sales should stand 
die expense of the advertising. If the sales, however, do not in- 
crease immediately it is human to hope that they will later, in 
which case the advertising expense will be deferred. Accountants 
have no quarrel with this theory, provided the expenses are not 
held as assets for an unreasonable length of time. 

Many bankers refuse to recognize deferred charges as assets, 
and will deduct them from the net worth ^own by the balance 
sheet before considering the advisability of granting a loan. 
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4. Joanwl EnlriaB for D«fMred ChM>gw 

A5 f ar as book entries are concerned, deferred diarges are 
treated in much the same way as accrued assets. There arc two 
principal bookkeeping methods employed. Taking rent as an 
example, one way would be to debit Rent account with the full 
amount of rent as and when paid, and at the end of an accountii^ 
period to transfer to Profit and Loss account the proportion of 
rent used for the period, leaving as a balance in the account the 
prepaid or unexpired proportion, v^ich would be shown on the 
balance sheet as a deferred charge. To illustrate by entries as 
follows: 

April 1, 1921 

Rent 6000.00 

Cash 6000.00 

Payment of rent for three months 
in advance from April 1 to June 30, 
192i. 

April 30. 1921 

Profit and Loss. 2000.00 

Rent 2000.00 

For rent, month of April, transferred 
to Profit and Loss. 

May 31, 1921 

Profit and Loss. 2000.00 

Rent 2000X0 

For rent, month of May, transferred 
to Profit and Loss. 

T^us at May 31, there would be a balance in Rent account of 
$2,000 as a deferred charge applicable to the month of June. 

The other method, which wc prefer, can be illustrated by die 
following entries: 

April 1, 1921 

Rent Paid in Advance. 6000.00 

Cash 6000.00 

Payment of rent for three months in 

advance from April 1 to June 30, l i .., CtOC^qIc 

1921. 
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April 30, 1921 

Rent 2000.00 

Rent Paid in Advance 2000.00 

For proportion of rent paid in ad- 
vance applicable to month of April. 

May 31, 1921 

Rent 2000.00 

Rent Paid in Advance 2000.00 

For proportion of rent paid in ad- 
vance ^plicable to month of May. 

The second method is preferable, we believe, for two reasons. 

In the first place, the custom is growing of preparing monthly 
balance sheets and statements of income and profit and loss, eveii 
though the books arc not formally "closed" and nominal accounts 
transferred to Profit and Loss account more often than once or 
twice a year. Hence, if the rent expense is transferred to Rent 
account rather than to Profit and Loss account, and other expenses 
are handled similarly, monthly statements can be prepared from a 
trial balance of the general ledger, and It is not necessary to bur- 
den Profit and Loss account with miscellaneous mwithly entries. 

. Another reason is that the captions of ledger accounts ^ould 
be specific, indicating as clearly as possible the nature of ^e items 
contained in the account No one can mistake the meaning of a 
$2,000 balance in "Rent Paid in Advance" account, whereas a 
balance in Rent account, intended to be an asset, might easily be 
taken as an expense, and probably would be, by an accountant 
glancing down a trial balance, if he were not cautioned. 

5. Treatment of Advuiced Travelnig Expenacs Varies 

Some accountants classify as deferred charges cash in the 
hands of agents, or salesmen, or of employees traveling on business ; 
others consider such as working funds to be included among the 
current assets. 

In accounting, as in other professions, there arc many contro- 
versial points. In a C. P. A examination you may take a stand 
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contrary to that taken by die majori^ of accountants, but your 
answer will be given some credit if you give good reasons to sup- 
port your position. Therefore, always present your arguments. 

Advanced traveling expenses, as represented ordinarily in the 
debit balances of accounts with travelers, are, to say the least, 
troublesome, especially if the travelers delay unduly to send in 
their expense accounts for credit. In such cases it is seldom known 
at the date of the balance sheet how mudi of the advances has 
actually been spent. 

Strictly speaking, expenses incurred in the period up to the 
date of the balance sheet should be charged to the expenses of the 
current period, but often travelers arc in foreign lands; their ex- 
pense accounts are in transit, and it is not practicable to hold the 
books open until they are received. In such cases the best diat 
can be done is to accrue the liability for outstanding expense 
accounts by estimating the amount as nearly as possible. An esti- 
mate would not ordinarily exceed the debit balance appearing in a 
traveler's account. Some concerns do not take even the trouble 
to do diis, but charge up expense accounts as received. 

The chances are that not all of the advances, reflected by a 
debit balance in a traveler's account, will be returned, even after 
estimating the outstanding expense accounts. The traveler may 
have to q>end some of it to get home. On the other hand, some 
of it may be returned. The portion diat would ultimately be 
returned (if the amount could be known at the date of the bal- 
ance sheet), could under no circumstances be considered a deferred 
charge. 

If it were possible to tell how much of the advance would 
be spent after the date of the balance sheet, the problem would be 
solved. That portion would be considered as prepaid expense, to 
be included among the deferred charges, and the balance as an 
account receivable with an employee, to be included possibly 
among the current assets. 

This point has been dwelt upon at considerable lengdi to 
illustrate how the accountant must analyze in order to be able te 
classify. 
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Unless die debit balances were large and it was reasonable to 
expect a considerable return from the advances, they should, in 
our opinion, be shown as deferred charges. Theory must surren- 
der to practice when the latter is immovable, although the former 
may appear to be irresistible. Or, if it can be told with any rea- 
sonable degree of certainty how much of any advance will find its 
way back to the bank account, we sec no good reason why the 
amount of the advance cannot be divided between current assets 
and deferred chaises. 

6. Treatment of Stationery and Printing Varies 

In regard to the value of stationery and printed matter on 
hand at the date of the balance sheet, some accountants consider it 
as inventory to be included among the current assets, die same as 
merchandise inventory. Others classify it among the deferred 
charges. We favor the latter classification because we believe sta- 
tionery is certainly as much a prepaid expense as unexpired insur- 
ance, for example, which is classified as a deferred charge. 

The stationery, it must be assumed, was bought for use and 
not for sale. That remaining on hand at the end of the accounting 
period, to our mind, must be considered as purchased in advance 
for use in a subsequent period. 

Merchandise inventory, on the other hand, is generally con- 
sidcred as having been purchased primarily for resale. Potentially 
it is cash, because it is expected that in a reasonably short time it . 
will be sold and the cash will be collected from the purchaser. 

Only those assets should be grouped as current assets that it 
is die hope, belief and intention of the management shall be con- 
verted into cash as soon as possible, practice sanctioning one year 
as the period within which assets should be converted into cash to 
be considered current. Under this rule stationery would seldom 
qualify as a current asset. 

7. Ledger Acommt Entries and Balance 

A summary of the nature of items debited and credited to 
accounts included in the Deferred Charges balance sheet group 
follows: 
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DEFERRED CHARGES ACCOUNTS 

Debited widi Credited with 

( 1 ) Prepaid Expenses. ( 1 ) Transfers at die end of 

(2) Expenses of an unusual each accounting period 

nature, generally large of die proportion of die 
in amount, that can items charged to this ac- 
properly be spread over count diat are applicable 
the expense of two or to the current account- 
more accounting periods. ing period. 

The balances of these accounts represent items of expense 
incurred applicable to the expense of a subsequent period or per- 
iods. They are considered assets at the end of any accounting 
period held in suspense to be delivered to the next accounting 
period. 

S. Sommkry 

From this lesson and previous ones you have learned how 
assets have been classified into certain main groups, such as Cur- 
rent Assets, Investments, Fixed Assets and Deferred Charges, in 
order that they may be shown accordingly on balance sheets, all 
assets of one group listed together under a caption that signifies 
their nature. 

An exception to this rule is that when there is only one asset 
falling in any one group the group heading is often omitted and 
the item is shown separately. 

Another exception is in the case of fixed assets, where the 
individual items may vary so materially in nature as not to mix 
well, such as property, which is tangible, and patents, wdiich are 
intangible. Both property and patents are fixed assets and yet 
they are not ordinarily shov^ together under a heading of "Fixed 
Assets." Property will be shown separately as a caption for the 
items of plant and equipment property that the business ; 
and patents will also be shown as a separate itenii thus: i 
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Property: 

Land „ 10,000 

Buildings 50,000 

Ddivery Equipment. 3,000 

Furniture and Fixtures..™ 1,000 

Total Property 64,000 

Patents — „ 4,300 

The nature of the items debited and credited to the principal 
ao^ounts found in each of the main groups was also explained, 
except that certain assets, including the intangible iixcd asset ac- 
counts, were not considered, being reserved for a later lesson. 

The idea of explaining the nature of the debits and credits to 
each account was, of course, to enable you, as soon as you see the 
name of an account, to visualize what it represents in the business 
world. 
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QUESTIONS 
LESSON 17 

1. Define Deferred Charees. 

2. Assume that a business started January 1 and had been 
rhaifine expense accounts with expenses as incurred. You are 
called in to audit the books and prepare a balance sheet as of 
December 31; 

Outline in skeleton form four journal entries to set up on 
the books four possible different deferred charges for your balance 
sheet. 

3. What two main classes of expenses fall into the Deferred 
Charges class? 

4. Are advanced traveling expenses always a deferred charge? 
When may they be considered a current asset? An investment? 

5. Explain briefly how to arrive at the amount at which to 
show defered charges on a balance sheet. 
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THE SIGNinCANCE AND TREATMENT OF BALANCE 
SHEET ACCOUNTS— Concluded 

LIABIUnES 

1. LiabSitr Groups Venua Awet Groups 

Just as assets are grouped on the balance ^eet to set forth 
in c<»idensed form certain classified facts, so are the liabilities. In 
fact, the grouping of the liabilities is d<Hie to conform more or less 
with the grouping of the assets. 

All the ciurent liabilities are shown together and totaled as 
an offset to current assets, because under ordinary circumstances 
the former are paid from the latter. If current liabilities could not 
be paid from current assets, such a financial condition might lead to 
die serious embarrassment of the business, provided it could not 
secure an extension of time and were required to sell some of its 
fixed assets in order to meet its obligations. 

Liabilities that fall within the capital debt class are likewise 
segregated. They may or may not be offsets to certain particular 
fixed assets on the other side of the balance sheet, depending up(»i 
ttdiether those assets were acquired as a direct result of the liabili- 
ties incurred, or whether they were obtained throu^ an investment 
of profits. 

Business organizations often acquire property with which to 
start operations by paying a certain part of the purchase price In 
cash and giving a mortgage for the balance, the mortgage being 
secured by the property purchased. In such a case there is a direct 
relation between the funded debt and the fixed asset. The holder 
of the mortgage will always be interested in comparing the amount 
of the mortgage with the valuation at which the property is carried 
on the balance sheet to see the d^;rec of security his investment 
enjoys, at least as to principal. 

There is not, however, the same connecti<Hi between funded 
debt and fixed assets as there is between current liabilities and 
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current assets, in that funded debt is not usually liquidated through 
the sale of lixed assets. Such a circumstance is the exception rather 
than the rule. 

The fact is that when a funded debt approaches maturity^ it is 
taken out of the funded debt group and put among the current 
liabilities, in line to be paid from the current assets. If it cannot 
be paid from the current assets, foreclosure proceedings may result, 
if an extension of time cannot be secured. 

The next main group among the liabilities arc the deferred 
credits. These correspond with deferred charges on the asset side, 
but only in the sense that they represent income collected in one 
period applicable to a subsequent period, or periods, or a credit item 
hdld in suspense until it can be determined how to apply it, as 
contrasted with deferred charges, which are just die opposite. 

There is no other relationship between deferred charges and 
deferred credits. The former do not act as security for die latter, 
nor are the latter liquidated iima the proceeds of the former. 

Current assets alone act as paymaster, except in unusual cases. 

2. ClewiM— ■ Requbite m LirtJBg IJabilHie* 

In preparing the liability side of a balance sheet particular 
care should be exercised to set fortii clearly the nature of each 
liability, indicating, as far as possible without going into too much 
detail, when it is due and how it is secured, if it is secured. 

3. Coreot LiabilHiw 

The current liabilities most often found on balance ^cets are 
Notes Payable, Acceptances Payable, Accounts Payable, and 
accrued accounts, such as payroll, taxes and interest. 

NOTES PAYABLE 

4. DiviMon u Between Loan and Trad* Note* 

Notes are given principally in connection with bank and odier 
loans, and also in settlement of debts incurred in trading on <q>cn 
account. Loan notes and Trade notes ^ould ordinarily be Amm. 
separately on a balance sheet. '^ 
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Circumstances may warrant having two accounts to facilitate 
the analysis, or in other cases the analysis may be obtained readily 
enou^ from the note register as to make it unnecessary to have 



On a par with the notes given in setdement of debts incurred 
in trading on open account are Trade Aoxptanccs Payable. They 
differ from the trade notes practically in only one nspect, namdy, 
that they are usually drawn by the vendor in order to avoid 
granting credit on <^n account, whereas die trade notes are jjven 
by the buyer to change the nature of die credit from open account, 
as originally extended, to credit evidenced by note. 

Unless there is some good reason for wishing to make a 
distinction between a bill and a note on the books, trade acceptances 
payable can properly be recorded in die same account with trade 
notes payable. 

It is desirable to separate the trade notes from the loan notes, 
however, on the balance sheet in order that it may be known 
whether the business has been obliged to borrow working capital 
(as evidmced by die loan notes) in addition to having secured 
merchandise on credit (as evidenced by the trade notes or accept- 
ances payable). Bankers are parricularly interested in such a 
showing. For instance there may be certain seasons of the year 
when a liability for bank loans might reasonably be expected in 
certain lines of business. If bank loans ^pear on the balance 
sheet at any other time it may be an indication of an unhealthy 
ccmdition. No business is supposed to tie up advances from banks 
in assets that cannot be advantageously and quickly realized in cash. 

5. Book Entrie* for Notea Payable 

Notes payable are the opposite of notes receivable. A note is 
a Note Receivable when received by the business and a Note Pay- 
able when given by the business, as has been stated before. There 
is, however, no Notes Payable Discounted account as there may be 
a Notes Receivable Discounted account, for the reason that a Note 
Payable discounted is an actual and not a contingent liability. 

Supposing a merchant made out a note in favor of a certain 
bank and took it there for "discount." This would be die equiva- 
lent of his asking the bank for a loan and offering as security his 
note, usually with collateral to support it, diough not necessarily so. 
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If the merchant gave a note payable for $1000 and received 
$970 for it, the entry on his books would be: 

Cash 970.00 

Interest Expense. 30.00 

Notes Payable— Loan 1000.00 

A trade note is chained to the open account with the creditor 
to wh(Mii the note is given. 

Notes Payable may be renewed, or paid on account and 
renewed for the balance, in which case the entries are similar to 
those for renewals and partial colIecti(xis of Notes Recavable, 
except that they are just the opposite. 

A previous statement to the effect that Trade Acceptances 
are usually drawn by the vendor in order to avoid granting credit 
on open account must not be taken to mean literally that the buyer 
should not open an account with the vendor. An account may be 
opened with him to be credited with the amount of his invoice and 
then charged with the acceptance payable. The c^ject of doing 
this would be to keep a record of items credited to eadi vendor and 
detail as to how the same were paid. 

In case a voucher system is in use, there will, of course, be 
no individual accounts throu^ which to pass the trade acceptances. 
To effect a similar purpose, however, the trade acceptances could 
be charged to Vouchers Payable and posted from a Note Journal 
in detail to the voucher register in exactly the same way as other- 
wise cash would be posted to the voucher register from the check 
record. > 

6. SchednlM for Detailed Informalion 

It is not customary to list the notes included in Notes Payable 
account separately on the balance sheet and to show the due date 
of each. 

While we said it was desirable to indicate as far as possiUc the 
due date of each liability, you should not put too strict a con- 
struction on the meaning. Remember it was also stated "withwt, 
gmng into too much detail." " ^ tl 
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The fact that Notes Payable are shown as such among the 
current liabilities is sufficient to indicate their approximate due 
dates. If further detail is desired it may be furnished in die way 
of an accompanying schedule, or list of items nuking up the total 
found on the balance sheet, showing date and amount of each note, 
to whom payable, due date and any other detail desired. 

The same remarks as to detail apply equally to any item on 
die balance sheet, asset or liability. The balance sheet is by nature 
a summary statement. If it is desired to go into great detail in 
respect to any amount shown therecm, supporting schedules should 
be submitted. 

7. Ledger Account EnbriM and Balance 

A summary of the nature of items debited and credited to 
Notes Payable account is as follows: 

NOTES PAYABLE (TRADE OR LOAN) 

Debited Credited 

(1) With cash disbursed to (1) With the face value of 

take up any notes. notes issued 

(2) With partial payments (2) With renewals 

(3) With renewals 

The balance of the Notes Payable — Trade — account ^ould 
rq>resent the liability for notes issued to trade creditors. "Die 
balance of the Notes Payable — Loan — account should represent 
the liability for notes issued for loans. 

ACCOUNTS PAYABLE 
B. Gr<Nq>tBg of Account* Pksrable 

Accounts Payable is commonly understood to mean trade 
creditors, althou^ there may be other kinds of accounts payable, 
such as accounts with officers and employees. 

To be cmisistent with the 5eparati<»i of accounts receivable 
into three groups — Customers' accounts — Emplt^'ces' accounts, 
and Odier Accounts Receivable, the accounts payable should be 
likewise divided into diree main classifications to be shown sepa- 
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rately mi the balance sheet, Trade Creditors, Employees, Odier 
Accounts PayaUe. 

The amount due to trade creditors should be distinctly stated 
for one reason, because that liability, and the liability for loans, are, 
as a rule, the most pressing of all the liabilities, making their com- 
parison with the amount of available cash of special interest. 

9. Ledger Accoiad Enlriee and Balence 

Following is a summary of the nature of items debited and 
credited to Accounts Payable — Trade Creditors account. 

ACCOUNTS PAYABLE— TRADE CREDITORS 

Debited Credited 

(1) W^th payments to trade (1) With amount of invoices 

creditors ' received from trade cred- 

(2) With returned purchases itors for purchases or ex- 

(3) With allowances received penses 

(4) Notes Payable or Receiv- (2) With refunds on account 

able given in settlement of overpayments 

of account (3) Di^onored notes credited 

back to account 

The balance of this account should represent die amount 
owing to creditors on open account. 

10. DepoMts 

Deposits recrived as security for the payment of bills for ser- 
vices to be rendered by the business and deposits received as guar- 
antee of performance of services to be rendered to the business and 
the like should ordinarily be classed as current. 

The best known examples of deposits, perhaps, are those 
received by gas and electric lig^t companies. Many of die indi- 
vidual deposits may not be- redeemed for several years, especially 
in cities where there is little moving by consumers or the moving is 
done within the radius covered by the lighting company. Conse- 
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quently a dq>oeit liability, in a way, occupies a po«iti<Mi on the 
border line between fixed and current. However, there is always 
die posubility that die company may be called upon at any time 
to refund the deposit or allow it to apply on account. Therefore 
the liability ^ould not be classed as fixed but rather as current. 

11. Accnub 

As Accrued Liabilities were explained in connection with 
accrued assets in Lesson IS, nodiing further will be stated here 
concerning them, exc^t to repeat that th^ represent the amount 
of an expense accrual at the date of the balance sheet, payable 
shortly diereaftcr, presumably. 

FIXED LIABILITIES 

12. Folded Debt 

r?io »:■■'- ■ 

Fixed, or capital liabilities, as they are sometimes called, are 
in die nature of funded debt. 

A funded debt is considered to mean a long term indebtedness 
invested in permanent assets. 

It seldom happens that a business will have very many dif- 
ferent kinds of funded debt obligations, so that it is usually prac- 
ticable to list on the balance sheet itself such detail as a brief 
description and the due date of each kind, such as, for example. 
Seven per cent Gold B<»ids, due May 1, 1943 ; First and Refunding 
Mortgage Bonds due April 1, 1963; Five per cent Bonds due 
October 1, 1923. Explanations of the various kinds of bonds will 
be taken up in die study of corporatiwi accounting. 

Funded debt accounts are credited with die amount of liability 
incurred and charged with any discharges of that liability. 

13. Smnnutry and Gonoral ^^"'""u^tT 

In preparing the liability side of a balance sheet you cannot go 
far wrong if you diampicHi die cause not of <yat single group of 
creditors but of all of them. Therefore, you ^ould indicate dearly 
by the caption the nature of each liability, bearing in mind that 
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persons readins balance sheets desire not onlj' to know die kind and 
amount of liabilities, but also to have some idea of their due dates 
and how the liabilities may be secured, if at all. 

When the items comprising any one class are few, detail as to 
maturities or security may be shown on the balance sheet itsdf . In 
special cases, as for example, Notes Payable, where there may be a 
great many notes, supporting schedules may supply the detail. 
Ordinarily, however, the very fact that the notes are included 
anUMig die current liabilities, indicating that th^ are all due 
within one year at the latest, is sufficient. 

Anyone familiar with business knows that the Accounts 
Payable, Trade Creditors, would usually be due widiin thirty days 
or prior, aldiough under certain circumstances the accountant may 
be called upon to analyze the balance as between past due and 
not due. 

As to deposits, the name itself would ordinarily be sufficient 
to give an idea as to the amount of cash probably required to meet 
such claims. 

As to when accrued lial»lities would have to be met would 
depend somewhat on the nature of the accrual. Generally speak- 
ing, wages accrued would be payable within a week or a half 
month after the date of the balance sheet, interest aocnicd accord- 
ing to the interest payable dates of the principal sum on which the 
interest was accrued, and taxes accrued on dates specified by the 
civil authorities. 

In Lesson 2 it was stated that "for scientific acccmnting pur* 
poses, certain impersonal lialulity accounts are kept to explain 
which would only be confusing at this time." In writing this we 
had particularly in mind the Deferred Credit accounts. Deferred 
Credits represent income received in advance for which services 
must be rendered in a period subsequent to the date of the balance 
sheet. In the last analysis they must be provided for out of die 
current assets, because, generally ^>eaking, the services to be ren- 
dered at a future time will have to be paid from cash. However, 
Deferred Credits arc con^dercd more in the nature of earnings 
held in suspense for a subsequent period to vhich ibty belong dian 
as creditors demanding cash. 
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Hm fu^rang comments, relative to liabilities, together with 
what has been said about assets, give you some ides of the reasons 
why assets and liabilities are analyzed, classified and valued for 
balance sheet purposes. 

Figure 1, following, is an illustration of a balance ^eet, 
including most of the items discussed thus far. Look it over with 
the idea of interpreting the facts disclosed thereby and determining 
forfor yourself whether the business appears to be in a sound finan- 
cial condition or not. 
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QUESTIONS 
LESSON 18 

1. Would you open an account to reflect a contingent Iia* 
bility for notes payable discounted? If so, outline the entries. 

2. Why is it advisable to divide notes payable on a balance 
sheet as between notes given in connection with loans and trade 
notes or acceptances ? 

3. State the relationship between certain asset groups and 
certain liability, groups. 

4. Into what three main groups are liatHlities classified for 
balance sheet purposes ? 

5. Submit a balance ^eet of your own, u^ng any figures and 
accounts you de»re, except that you will assume that ninety per 
cent of the Notes Receivable have been discounted. Set up balance 
sheets reflecting the contingent liability for the discounted notes 
in three different ways. 

6. How is detailed information in connection with any item 
shown on a balance sheet usually supplied when it is not desirable 
to list the detail on the balance sheet itself? 

7. Referring to figure 1 comment on the facts about die 
business revealed therein as you see them. 

8. What, principally, should be borne in mind in preparing 
the liability side of a balance sheet? 

9. Sulnnit a balance sheet prepared from Phil Ryan's books 
at November 30, 1920, with supporting schedule of Customers' 
accounts. Vouchers Payable, Notes Receivable, Notes Receivable 
Discounted, Notes Payable, Accrued Interest Receivable, Accrued 
Interest payable and Interest Paid in advance. 



How to Review Vfdume One 

You are now at the end of your first volume. Before gtnng 
on to the lessons in volume two you should be sure that you have 
mastered your work up to date. Don't leave this book until you 
inow it and know it thorou^ly. 

Apply Ride XDC AfuOyxa and CliMify Yow Knowl- 
edge. In our analysis of Lesson Ten we suggested that you open 
up a "Mental Ledger" and also a "Mental Journal." Your out- 
lines of the lessons are your journal entries. Now is a good time 
for you to do a little audit work and check the postings to your 
Mental Ledger. 

Another way to classify your knowledge is to make a general 
outline of all the lessons in this viJume. In order to aid you witii 
this, we present here a topical survey of the course up to the 
present. 

A. General Introduction (Lessons One to Three, inclusive) 
I. Single Entry Bookkeeping. 

II. Double Entry Bookkeeping. 
III. Trial Balance. 

B. Accounting Records (Lessons Four to Six, inclusive, and 

Lesson Nine). 
I. Books of Original Entry. 

1. Cash Books. 

2. Journals. 

II. Auxiliary Records. 
I. Bank Record. 
III. Books of Sumniary Classification. 
1. Ledger. 

C. Controlling Accounts (Lesson Seven) 

D. Business Expressions and Forms (Lesson Eight) 

E. The Balance Sheet (Lessons Ten to Eigjiteen, inclusive). 
L The Principles of the Balance Sheet. C^OOglc 

II. The Grouping of Balance Sheet Accounts. 
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2 HOW TO REVIEW VOLUME i 

III. The Uses of the Balance Sheet. 

IV. The Significance and Treatment of Balance Sheet 
Accounts. 

Take this skeleton outline and fill in the appropriate sub- 
headings. Make these as ccHnplete a detail as you can. Your 
final outline should cover from five to ten typewritten pages. 

Apply Ride XX. Strengtben the Wcitk PUces. Now 

take your outline and pick out the places that need tx^tering. 
Study these with the idea of bringing them up to full strengdi. 
Don't leave die outline until you have completely mastered It 
Caution : Do not substitute the outline for the book. The outline 
is merely an index to the book. Your aim-should be to learn what 
is in the book and to this end your outline is only a convenient 
means. 
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RECCHID OF BUSINESS TRANSACTIONS— 
PHIL RYAN 

January 1920 
htroductory 

In connection with the transactions for January, refer to 
Lesson I. 

Lesson 1 treats of Single Entry. It describes the books used, 
how the entries are made and tells you which items arc posted to 
ledger accounts and how profits or losses are determined. You are 
asked, therefore, to record the transactions for the month of Janu- 
ary in simple cash books and journals in accordance with the Single 
Entry method and to post only to personal accounts in the ledger. 

After you have recorded in your books of original entry all 
the business transactions for January (which follow these intro* 
ductory paragraphs) head your ledger sheets and post to the ledger. 
To surt with, you arc asked to record all transactions for the 
month before you post them, although in actual practice hook- 
keepers post from day to day debits and credits to personal 
accounts in order to keep the work current. 

If you have any trouble in understanding the simple records 
you are to use in January and February, read the text through 
Lesson Six before starting on your practical work. 

Arrange tabs and ledger sheets (Form 4-0) in the binder 
marked "General and Subsidiary Ledgers" as follows: 
Tab marked "Assets" 
Ledger sheets headed : 

John Brooks 

Chas. Brown. 

Commercial Hotel 

Henry Greer 

John Jones 

Patrick McCarthy 

Herbert Pckor DcmizedbvGooglc 

Travelers Hotel 



2 RECORD OF BUSINESS TRANSACTIONS 

Tab marked "Liabilities" 
Ledger sheets headed: 

Best Furniture Co. 

Brazil Coffee Co. 

City Grocery Co. 

Everdiarp Hardware Co. 

Holly Shoe Co. 

Solvay Ford Co. 

Wcarever Rubber Goods Co. 

Whitehouse Provision Co. 

Tab marked "Capital" 
Ledger sheet headed: 
Phil Ryan 

Your cash and journal sheets should be put in the binder 
marked "Accounting Records" arranged as follows: 
Tab marked "Cash Book" 
Cash Sheets (Form 1-0) 
Tab marked "Day Book" 
Journal Sheets (Form 5-1) 
It is su^ested that the tabs with which you have been sup- 
plied, other than those to be used in January, be kept in the back 
of the hinder or in some other safe place until needed. Y<m will 
be duly notilied when they are to be brought into play. 

Although, after you have posted the journal and cash book 
for January, the account of the Eversharp Hardware Co. will show 
a credit balance of $4.00 and the Wearever Rubber Co. a credit 
balance of $5.00, these two accounts were in fact settled because 
of the claim allowed by the former and the discount by the latter 
to Phil Ryan. Therefore, you will rule off diese two accounts and 
write on the debit side of the Eversharp Hardware Co, account 
"Settled by Claim" and on the debit side of the Wearever Rubber 
Co. account "Settled by Discount." (See Lesson 5, figure 4D.) 
In other words, no balance should be brought down for the 
accounts of the Eversharp Hardware Co. and the Wearever Rub- 
ber Goods Co. You will notice that they were not included in the 
total of Accounts Payable at January 31, amounting to $2183.75, 
1 arriving at the profits for January. l ]ii_^i., Cti.*C^qIc 



On January 2, 1920, Phil Ryan started a General Mercantile 
business. He had for this purpose $5000 in cash. He rented a 
store and paid the £rst month's rent, $50, in advance. He bought 
counters and other store fixtures for $350, office supplies, account 
books, etc., for $75, and a second-hand office safe for $125. 

Bought for cash from a farmer 100 hushds of potatoes for 
$250. 

Bou^t dn account from the Whitehouse Provision Co. 500 
lbs. bacon for $155, 500 lbs. salt meat for $135. 10, 110-lb. cans 
lard for $200. 

Bought on account from the City Grocery Co. 2)00 lbs. 
sugar for $120. 



Sold for cash, 25 bu. of potatoes for $81.25. 

Bought from a farmer 45 doz. eggs at $.60 a dozen, paying 
for them with a can of lard. 

Bought from the Eversharp Hardware Co. the following 
items : 2 doz. axes for $50 ; 2 doz. hand saws for $36 ; 2 doz. ham- 
mers for $18; and 5 doz. pocket knives for $75. Paid $75 with 
the order, the balance to be paid within 30 days. 



Sold on account to the Commercial Hotel, 25 doz. e{^ for 
$22.50 and 20 bu. of potatoes for $65. 

Paid freight and cartage on the hardware purchased from the 
Eversharp Hardware Co. to the amount of $6.75. 

Bought from the Hc^ly Shoe Co. 2S0 pairs men's shoes for 
$625; 200 pairs ladies' shoes for $600; and 200 pairs shoes for 
children for $500. Paid $500 with order, the balance to be paid 
within 30 days. 



Sold the Travelers Hotel 20 doz. tgg^ for $18, 'and 1 am 
lard for $25.50, and 25 bu. potatoes for $81.25, for which he 
received $30 in cash. The balance he charged to their account. 

Collected $50 on account from the Commercial Hotel. 



4 RECORD OF BUSINESS TRANSACTIONS 

Purchased frDin a farmer 65 doz. eggs for $40, for which the 
farmer took 33 lbs. salt meat for $10.25 and 1 can lard at $25.2S> 
and $4.50 in cash. 

7 

Bought 100 bu. potatoes from a. farmer, who took in return 1 
pair men's shoes for $5; 2 pairs ladies' shoes for $9.50; and three 
pairs chUdren's shoes for $13.50; 50 lbs. bacon for $18; 100 lbs. 
sugar for $1 1 ; and one can lard for $25.25 ; cash $177.75. 



Paid the.Shotwell Trucking Co. $15 for trucking they have 
done up to date. 

Paid the Decatur Advertiser $1S for advertising in die daily 
paper. 

Sold for cash 5 pairs men's ^ocs for $25 ; 9 pairs diildren's 
^oes for $38.25 ; and 4 pairs ladies' ^oes for $18. 



Paid clerk's salary $12.50. 

Sold on account to Patrick McCarthy 50 lbs. sugar for $5.50; 
25 lbs. bacon for $9 ; and 10 bu. potatoes for $32.50. 

Sold on account to the Commercial ffotel 50 doz. eggs for 
$45; and 250 lbs. sugar for $27.50. 

10 

Boufi^t on account from the Wearever Rubber Goods Co. 50 
pairs rubbers (assorted) $50; 50 pairs overshoes for $100. 



Paid freight and cartage on shoes, $12.50. 
Sold to Chas. Brown 100 lbs. salt meat for $31 ; and 100 lbs. 
sugar for $10.75. Received $25 in cash on account. 

13 

Sold for cash, 43 bu. potatoes for $144; 10 pairs ladies' shoes 

$45 ; 12 pairs children's shoes for $48 ; 7 pairs men's shoes for $35 ; 

450 lbs. sugar for $49.50; 100 lbs. hacoo for $37; 250 lbs. t^t 

meat for $79.50. ' A^^^^'8^^ 



Sold on account to Jt^n Jones 10 bu. potatoes for $32.50; 10 
doz. cess for $9 and SO lbs. sugar for $5.50. 
Paid for trucking and cartage $3.25. 

14 

Paid clerk's salary $12.50. 

Bought for cash, 75 bu. potatoes for $225 ; and 100 bu. apples 
for $175 and 25 doz. eggs for $16. 

Sold for cash, 20 doz. cn:s for $18.20 and 10 bu. apples 
for $22. 

15 

Paid the Eversharp Hardware Co. $100 in full settlement of 
account, being allowed a claim of $4. 

Bought from a farmer 100 doz. eggs for $64, paying cash $16 
and the balance as follows: 5 pairs men's shoes for $24; 100 lbs. 
sugar for $11; 1 jack knife for $2.50; and 2 hand saws for $8; 
one hammer $2.50. 

Sold on account to the Travelers Hotel 25 doz. tfOP f<" 
$22.75; and 250 lb. sugar for $27.70. 

16 

CtJlected from the Travelers Hotel $50 on account 
Sold on account to the Commercial Hotel 20 bu. apples for 
$45 and 10 bu. potatoes for $32.50. 
Paid for advertising $15. 

17 

Bought 100 lbs. tobacco for $150, being allowed 3% discount 
for paying cash with order. 

Bought a show case for $45 cash. 

19 

Sold for cash, 50 bu. apples $110, and 10 lbs. tobacco $22.50. 

20 

Paid Wcarcver Rubber Goods Co $145, the balance due them 
being allowed as discount. l ,iii_^L, V,ti. ^^H, 



6 RECORD OF BUSINESS TRANSJCTIONS 

Bought a second hand Ford truck for $250 cash. Bought gas 
for $5 and oil for $2.50. 



Sold 40 doz. eggs for $36.40 cash. 

Sold on account to John Brooks 10 bu. potatoes for $32.30 
and 10 bu. apples for $24. 



Sold for cash, 6 pairs ladles' shoes for $27.50. 
Sold on account to Henry Greer 1 pair men's ^oes $5 ; 1 
hand saw $3.50 and 1 hammer $1.50 and 1 lb. tobacco for $2.25. 



ScJd on account to the Travelers Hotel 50 lbs. salt meat for 
$16.50; 10 bu. potatoes for $32. 



Sold for cash, 100 lbs. sugar $1 1.25. 
27 

Paid freight $1.15 <ki parts for Ford truck purchased at die 
Solvay Ford Co. on account for $8.75. 

Sold on account to Herbert Pekor 50 lbs. sugar for $5.50 and 
50 lbs. bacon for $18. 

Bou^t from the Best Furniture Co. 25 rocking chairs for 
$375, and paid cash with order $200, the balance to be paid 
within 30 days. 

28 

Bought on account from the Whitehouse Provisions Co. 200 
lbs. sausage for $40. 

Bought on account from Brazil Coffee Co.* 500 Ibi. coffee 
for $125. 



Bought gas and oil for $6.50. 



29 

. DcmizedbvGoOQlc 



Bought office supplies for $5. 

Paid $12 for advcrtisii^ in the daily paper. 



Collected from Chas. Brown $20 on account. 
Paid clerk's salary $12.50. 



Sold for cash, 20 doz. eggs for $19.85 ; 100 lbs. sugar for $11. 
LEDGER POSTINGS 

Debits Credits 

J<An Brooks $ 56.50 

Chas. Brown 41.75 $ 45.00 ' 

Omimercial Hotel 237.50 50.00 

Henry Greer 12.25 

John Jones. 47.00 

Patrick McCardiy. 47.00 

. Herbert Pekor 23.30 

Travders Ho tel 

Best Furniture Co 

Brazil Coffee Co. 

City Grocery Co 

Eversharp Hardware Co 

HoUy Shoe Co 

Solvay Ford Co 

Wearevcr Rubber Goods Co. 

Whitehouse Provision Co 

Phil Ryan, Capital 



223.70 


100.00 


200.00 


375.00 




125.00 




120.00 


175.00 


179.00 


500.00 


1,725.00 




8.75 


145.00 


150.00 




530.00 




5,000.00 


$1,709.20 


$8,407.75 
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8 RECORD OF BUSINESS TRANSACTIONS 

PROOF OF POSTINGS 

Cash Book $1,020.00 $5,195.00 

Journal 689.20 3,212.75 



$1,709.20 $8,407.75 



CALCULATION OF PROFITS 
Net Worth January 31 : 

Assets: 

Cash, per cash book $3,012.30 

Accounts Receivable (net) per ledger 

accounts 494.20 

Merchandise per inventory 3,143.59 

Office fixtures per inventory 125.00 

Store fixtures per inventory 395.00 

Delivery equipment 250.00 

$7,420.09 

Liabilities — Accounts Payable per ledger 
accounts 2,183.75 



$5,236.34 
Net Worth — ^January 1 — Phil Ryan's Cap- 
ital Investment 5,000.00 

Profit for January $ 236.34 

Note: There were no contributions nor withdrawals of capital 
during January. Therefore the excess of net worth at 
January 31 over the net worth at January first, i 
the profit for January. 
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INVENTORIES JANUARY 31. 1920 

Store Fixtures $ 395.00 

Office Fixtures ., 125.00 

Delivery Equipment 250.00 

Merchandise : 

,,. . (35 @ 2.60 

110 bu. potatoesj„ ^ 3^^ ^3,^,,^, 

275 lbs. bacon® .31 85.25 

67 lbs. salt meat @ .27 18.09 

6 cans lard @ 20.00 120.00 

400 lbs. sugar @ .06 24.00 

25 doz. e^s @ .64 16.00 

24 axes @ 25.00 per doz 50.00 

21 hand saws @ 18.00 per doz 31.50 

22 hammcra @ 9.00 per doz 16.50 

59 poctet knives @ 15.00 per doz 73.75 

231 pairs men's shoes @ 2.50 577.50 

178 pairs ladies' shoes @ 3.00 534.00 

176 pairs children's shoes @ 2.50. 440.00 

50 pairs overshoes @ 2.00 100.00 

50 pairs rubbers @ 1.00. 50.00 

10 bu. apples @ 1.75 17.50 

89 lbs. tobacco @ 1.50 133.50 

25 rocking chairs @ 15.00 375.00 

200 lbs. sausage @ .20. 40.00 

500 lbs. cofEee @ .25 125.00 

$3,143.59 
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RECORD OF BUSINESS TRANSACTIONS- 
PHIL RYAN 

Fbbruary 1920 
Introductory 

In connection with the transactions for February refer to 
Lessons 2 and 3. 

As Lesson 2 treats of Double Entry, the first thii^ you are 
asked to do is to make the journal entry to change Phil Ryan's ■ 
books from the Single to the Double Entry ^tem. The basis of 
this journal entry will be the debit and credit balances of die 
personal accounts which you already find in your ledger, and the 
amounts of inventories of merchandise, store fixtures, ofHce fixtures, 
and delivery equipment with which you were supplied at the end of 
January, the excess of assets over liabilities ($5,236.34) being 
credited to Phil Ryan's capital account. 

Below is the journal entry for changing the books from Single 
to Double Entry. This should be your first journal entry for 
February. 

Cash $3,012.30 

Merchandise 3,143.59 

John Brooks. 56.50 

Oias. Brown $ 3.25 

Commercial Hotel 187.50 

Henry Greer 12.25 

John Jones 47.00 

Patrick McCarthy. 47.00 

Herbert Pekor. 23.50 

Travelers Hotel 123.70 

Delivery Equipment 250.00 

Office Furniture and Fixtures 125.00 

Store Fixtures. 395.00 

Best Furniture Co. 175.00 

Brazil Coflfee Ca 125.00 

City Grocery Co 120,00 . 

Holly Shoe Co. l,225!otf^^^S'^ 



Solvay Ford Co 8.75 

Whitehouse Provision Co 530.00 

Phil Ryan, Capital Account..... 5,236.34 



$7,423.34 $7,423.34 

As the personal accounts are already in the ledger you will 
not have to open up new ledger sheets for them. Just bring down 
the balances below a double ruled line and begin anew, considering 
these balances as posted from the opening journal entry. For an 
example of how an account is ruled off and the balance brought 
down, see Lesson 5, Figure 4 F. 

You will continue for the month of February to use the 
simple cash book and journal forms you used for January and the 
same ledger form (4-0). 

We suggest that the sheets of the cash book, journal and 
other books of original entry upon completion of the month's work 
be put in some safe place. This will leave the binder free for the 
sheets of the current month. 

Notice that Chas. Brown's account had a credit balance at 
January 31. That does not mean his account should be carried 
among the creditors' accounts, although for the moment he is one 
of the creditors of the business. Customers' accounts should be 
arranged in the ledger together, and likewise vendors' accounts. 

Lesson 3 describes the trial balance and how it is prepared. 
You are therefore asked to conclude your work for February by 
taking ofi a trial balance of your general ledger, to be submitted 
as an answer to one of the questions on Lesson 3. 

If the proprietor pays for merchandise by giving merchandise 
in exchange, or in other words, if he barters, you ^ould make a 
journal entry charging Merchandise and crediting Merchandise 
with the same amount, now that your books are being kept by 
Double Entry. The reason for this is that the account may reflect 
the total amount of purchases and sales. 

If the proprietor sells merchandise and receives in payment 
for same cash on account and the balance in merchandise, it is 
suggested that you open an account with the person to whom the 
sale is made, charging him with the full amount of the sale and 
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crediring him with the cash and merchandise received in exchai^e. 

In February you will have occasion to open accounts represent- 
ing earnings and expenses, and accounts with "Cash," "Merchan- 
dise," Office Furniture and Fixtures, Store Fixtures, and Delivery 
Equipment which you did not have in January, ndicn you were 
keeping the books in accordance with the Single Entry method. 
Any additional personal accounts which it will be necessary for 
you to open this month should be inserted am<Mig the other per- 
sonal accounts according to the name of the person. 

We will indicate again this month the order of arrangement 
of the tabs and ledger sheets in the binder marked "General and 
Subsidiary Ledgers." Notice that a new tab is introduce. In die 
binder marked "Accounting Records" substitute the tab marked 
"Journal" for the one marked "Day Book," 

Tab marked "Assets" 
Ledger sheets headed : 

Cash 

Merchandise 

Customers' names (arranged alphabedcall)') 

Delivery Equipment 

Office Furniture and Fixtures 

Store Fixtures 

Tab marked "Liabilities" 
Ledger sheets headed : 
Vendors' names (arranged alphabetically) 

Tab marked "Capital" 
Ledger sheet headed : 
Phil Ryan 

Tab marked "Revenues and Expenses" 
Ledger sheets headed : 

Discount Earned 

Advertising 

Delivery Expense 

Discount Allowed 

Fire Insurance Premiums d i di GooqIc 

Light ' ' ^^ 



Rent 

Salaries 

Telephone and Telegraph 

Charge Merchandise account with purchases and transporta- 
tion charges on same and credit it with sales. 

Charge and credit personal accounts as required. 

Charge Salaries account for payment of salaries. 

Charge Delivery Expense for purchases of gasc^ine and oil, 
either on credit or by cash, and with any transportation charges on 
same. 

Charge Light account for payments of li^t bilb. 

Charge Fire Insurance Premiums account for payments of 
fire insurance premiums. 

Charge Advertising account for payments on account of 
advertising. 

Charge Rent account for payments on account of rent. 

Charge Telephone and Telegraph account with payments on 
account of telephone or telegrams. 

Charge Office Furniture and Fixtures account for purchases 
of office furniture or fixtures. 

Charge Discount Allowed account for discounts allowed to 
customers. 

Credit Discount Earned account for discounts taken in settle- 
ment of amounts owed by the business. 



As Phil Ryan decided to start his books under the Double 
Entry system at February first, the first journal entry for February 
will be the one opening the double entry books. 

Bought from Thos. Smith 50 bu. potatoes for $137.50, paying 
as follows: Cash $84.75; 1 rocking chair $25.50; 3 pairs ladies' 
shoes $13.75; 3 pairs children's shoes $13.50. 

Bought on account from the WhJtehouse Provision Co. 500 
lbs. bacon $160. 

5(Ad on account to Travelers Hotel 25 doz. eggs $23.50 and 
10 bu. potatoes for $33. ^^^. 
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%fAA for cash the following items: 2 rocking diairs $52.00; 
2 hand saws $7.50; 10 pocket knives $24.75. 

Phil Ryan took hraoc for perscmal use 50 lbs. si^ar $4; 2 bu. 
potatoes $5.00. 

Paid rent for month of February $50.00. 



Collected from Commercial Hotel $150; from Travelers 
Hotel $100. 

Sold for cash, 50 lbs. coffee $16; 10 lbs. tobacco $22.50; 3 
rocking chairs $76.25. 



Paid clerk's salary $15. 

Paid light biU $7.50. 

Paid telephone bill $5. 

Bought 50 dozen eggs from a fanner for $40, paying for them 
as follows: 2 pairs children's shoes $9; 100 lbs. sugar $11; 50 
lbs. bacon $20. 

Bou^t on account from the Whitehouse Provisitm Co. 500 
lbs. salt meat $115 ; 10 cans lard $180. 

5 

Bought gas and oil $7.50. 

Paid freight and express on merchandise $9. 

Paid Whitehouse Provision Co. $250 on account. 

Collected from Patrick McCarthy $47.00 in settlement of 
account. 

Paid Holly Shoe Co. $1,000 on account. 

Sold for cash: 10 lbs. tobacco $22.50; ISO lbs. bacon $51 ; 2 
rocking chairs $51 ; 10 pocket knives $18. 



Sold on account to Commercial Hotel 50 lbs. coffee for $20; 
25 doz. eggs $25. 

Bou^t gas and oil for truck $7.75. 

Paid Brazil Coffee Co. $118.75, the balance d^e^^|^. 
allowed as discount. ^ 



FEBRUARY 15 

Bou^t for cash, 5 kegs nails $32.50. 
Paid freight and express charges on above $2.75. 
Sold for cash, 5 pairs men's shoes $25; 4 pairs ladies 
shoes $19. 



Sold on account to Chas. Brown I can lard $25 ; 10 lbs. coffee 
$4; 5 lbs. tobacco $12.25. 

Sold on account to Sully Pekor I haoimer $2; 1 hand saw 
$3.50; 3^ kegnaiU$6. 

Sold on account to Frank Billings 20 lbs. bacon $7.40; 10 
bu. potatoes $32.50; 5 doz e^is $5.00. 



Sold on account to Patrick McCarthy 1 pair men's sboes $5 
and 1 pair ladies' shoes $4.75 ; 10 lbs. sugar $1.10. 

Sold for carfi, 3 pairs children's shoes $13.50. 

Bought on account from City Groceiy Co. 3000 lbs. sugar for 
$165. 

10 

Sold for ca^, 2 rocking chairs for $52.00; 150 lbs. salt meat 
$46.50; 25 lbs. sausage $10 ; 5 lbs. tobacco $12.50; 100 lbs. coffee 
$37.50; 200 lbs. sugar $22. 

Sold on account to Frank Miller 1 pair men's shoes $5 ; 1 pair 
ladies' ^oes $4.75 ; 2 pairs children's shoes $9.25. 

Paid City Grocery Co. on account $250. 

11 

Paid clerk's salary, $15. 
Bought gas and oil $7.75. 

Paid freight chai^ies $3.75 on merchandise received. 
Sold on account to Sully Pekor 10 lbs. bacon $3.75 and ^ can 
lard $14; 5 lbs. tobacco $13. 

12 

Sold for Cash, 4 hammers $7.50; 5 axes $16; 10 bu. apples 
$23 ; 50 bu. potatoes $162.50 ; 75 lbs. sausage $29 ; J^ keg naib $6. 
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Sold on account to Travelers Hotel 25 lb. sausage $9; 1 can 
lard $25 ; 2 rocking chairs $50. 

Sold on account to Commercial Hotel 25 bu. potatoes $131 ; 
50 lbs. cofh« $18; 100 lbs. sugar $11. 

13 

Paid Holly Shoe Co. $225, balance of account. 
Collected from Henry Greer $12.25, balance of account. 
Sold for cash, 10 pairs men's shoes $50. 

14 

■ Paid Whitchouse Provision Co. $250 on account. 

Bou^t gas and oil for truck $7.55. 

Bought on account from the Bcttcrcrop Seed Co. 100 bu, 
seed corn $175; 50 bu. clover seed for $65. 

Took out $5,000 policy for fire insurance for tme year at the 
cost of $125. 

16 

Bought on account from Remington Typewriter Co. a rebuilt 
typewriter for $75. 

Paid $25 for advertising in the daily paper. 
Bou^t for cash 100 bu. potatoes $225. 

17 

Sold for cash, 50 lbs. coffee $19; 6 pairs children's shoes 
$27.50; 2 axes $8. 

Sold on account to H. B. Wright 20 bu. potatoes $65 ; 50 lbs. 
sugar $5.50; 10 lbs. coffee $3.75. 

18 

Bought from Fred Boyd 50 doz. eggs, giving for them 1 can 
lard $25.50 and cash $9.50. 

Bought on account from the Woven Wire Fence Co. 50 rolls 
barb wire $375; 10 rolls woven wire fencing $125. , . 

Bought for cash, 2 kegs staples $16. ' ' ^ " 



Bought on account from Wildermer Oil Co. 50 gallons gas 
for truck $16. 

19 

Bought on account from the Syracuse Stove Worts 5 kitchen 
stoves $275 and 4 heaters for $175. 

Bout^t on account from the Ohio Iron Works 50 plow points 
for $25; 10 complete 2-horse plows $150. 

Bought on account from the Solvay Overall Co. 100 men's 
work shirts $35, and 100 pairs overalls $90. 

Sold for cash, 25 doz. eggs $25. 

20 

Sold for cash, 4 axes $14; 6 hammers $9; ^ keg suples $15 ; 
10 rolls barb wire $110. 

Bought on account from the Farmers Supply Co., 2 sets har- 
ness $100; 6 horse collars $30. 

Sold on account to the Commercial Hotel 45 doz. eggs $45 ; 
50 bu. potatoes $165; 100 lbs. bacon $37.50. 

21 

Sold to William Jones 1 kitchen stove $90, receiving in cash 
$50 and 35 bu. bean seed $40. 

Sold for cash, 75 bu. potatoes $225. 

Sold on account to the R. R. Construction Co. 250 lbs salt 
meat $75 ; I can lard $25 ; 20 lbs. tobacco $44.50. 
- Received from Sully Pekor $45 on account. 

23 

Sold for cash, 1 set harness $65 and 2 horse collars $17. 
Sold for ca^, 1 heater $60; 1 doz. men's work shirts $12, and 
6 pairs overalls $10. 



Paid clerk's salary, $15. 

Paid Wildermer Oil Co. $16, account in full. 

Sold on account to Travelers Hotel, 50 lbs. sausage $17.50. 
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27 

Sold on account to Hugh Perkins, 1 horse collar $8; 1 cmo- 
plete plow $27.50, and 6 plow points $6. 

28 

Sold for cash, 5 rolls barb wire $55 ; >4 k^ staples $8, and 
one roll woven wire $20, 

Paid caish for 25 bu. potatoes $75. 

Bought on account from City Grocery Co., 1000 lbs. suicar 
for $50. 

Paid ca^ for 25 doz. e^s $12.50. 

Bought on account from the Eversharp Hardware Co., 3 doz. 
hammers for $27, 5 doz. pocket knives for $75. 

Bought on account from the Holly Shoe Co., 125 pairs men's 
shoes for $312.50. 

Paid cash for 2 cans lard $40.00. 

Received from R. R. Construction Co. $141.61 in settlement 
of invoice of February 21, less $2.89 discount. 

Note: Take off trial balance of your general ledger. 



cmizedbv Google 



RECORD OF BUSINESS TRANSACTIONS-. 
PHIL RYAN 

March, 1920 
Introdactoiy 

In connection with the transactions for March refer to 
Lessons 4, 5 and 6. 

The transactions for March do not bring out any particularly 
different principles of bookkeeping from what you learned in Les- 
son 2. You will be merdy learning new methods. 

You arc now asked to discontinue the use of the simple cash 
book (except for currency transactions) and to use in its stead the 
ccJumnar forms of cash book. 

At the first of the month you are asked to deposit the balance 
of your cash on hand at February 28, $2,222.61, in the First 
National Bank, and thereafter the receipts daily. Petty disburse- 
ments will be made from cash received in round amounts from the 
general cash in the bank. Open a Petty Cash account to be 
inserted in the ledger binder following Cash account. 

As there are only three checks from general cash to replenish 
petty cash this month, it is suggested that you record your petty 
cash receipts and disbursements on the same sheet, the receipts in 
the first money colunm and the disbursements in the second money 
column of Fonn 1-0. At the end of the month analyze the petty 
cash disbursements and post from a summary. We will indicate 
what the summary should be but you should check this summary 
with yours. The summary is as follows: 

Telephone and Telegraph $ 7.50 

Light 7.50 

Delivery Expense 124.60 

Office Supplies. 16.60 

Advertising 12.50 

Salaries 60.00 

. Merchandise — Furniture 35.00 

Merchandise — Footwear 15.15 

Hardware 12.60 

Miscellaneous Expense 29.25 



.i.i^og[c 
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You are also asked to record purchases and sales in columnar 
journals instead of in the simple journal as heretofore, and to 
analyze both purchases and sales according to the following ci^t 
classifications : 

(1) Groceries and meats; (2) Hardware; (3) Footwear; 
(4) Furniture; (5) Seed; (6) Harness; (7) Men's Fumi^iaci; 
(8) Miscellaneous. 

Hereafter the quantities of commodities purchased or sc4d 
will not be given. In the transactions for March die classification 
as well as the amount of each purdiase and sale is given, in accord- 
ance with the eight classifications mentioned above. This b to 
guide you in your distribution work. 

You will continue to use the simple journal for all journal 
transactions other than purchases and sales on credit. 

To start the month of March it will be necessary to close out 
the one Merchandise account carried during January and February 
and to open eight Merchandise accounts in accordance with the 
classification of purchases and sales shown above. We have pre- 
pared for you the journal entry to effect this change, which should 
be the first entry recorded in your general journal for March. The 
entry is as follows: 

Groceries and Meats. 414.84 

Hardware 945.25 

Footwear 1,817.75 

Furniture 68.25 

Seed 280.00 

Harness 40.00 

Men's Furnishings. 103.00 

Miscellaneous Merchandise. 28.75 

Merchandise 3,697.84 

To close the balance of the last 

named account into the other ac- 
counts, it having been decided to 

have separate Merchandise ac- 
counts in order to analyze here- 
after the purchases and sales. 

As far as the ledger is concerned, you will contiiuie B>,^yff. 
only the divided form (Form 4-0) until next month. ^ t^S 



MARCH 21 

Charge Merchandise and credit Customers' account with the 
value of sold merchandise returned or for claims allowed by the 
business on account of defective material or overcharges. 

Charge Creditors' account and credit Merchandise account 
with the value of purchased merchandise returned, or for claims 
allowed to the business on account of defective material or over- 
charges. 

If a customer in remitting makes a deduction on account of 
a claim, make a journal entry for the claim, chai^ng Merchandise 
account and crediting the customer. 

In March you will open two new expense accounts, 0£Sce 
Supplies and Miscellaneous Expense. To the former you will 
charge payments on account of postage, as well as items indicated 
as "Office Supplies." To the latter you vrill charge all expenses 
that are not properly chai^able to the other expense accounts you 
have in the ledger. 

Charge salary of truck driver to Delivery Expense account. 

In your cash disbursements book (Form 1-0) you recorded 
during January and February both currency and check disburse- 
ments and you have been making disbursements from general cash 
receipts. For the month of March you are asked to record only 
currency transactions in the simple cash book (Form 1-0). 

Beginning with this month the general cash receipts and the 
disbursements by check should be recorded in the columnar form 
of cash book. 

In addition to being asked to record bookkeeping transactions 
in a different way this month, you are requested to do two new 
things, namely to keep a Bank Record and to reconcile the bank 
balance at the end of March with the balance of General Ca^ 
account. 

For the purpose of reconciling the bank account as of March 
31, you may assume that the following checks are outstanding, 
Nos. 14-22-23-24-25-26. 

Cash Sales in March should be credited to Merchandise 
account. Distribute the amounts to column 10 of the Record of 
Cash Received (Form 1-1) and analyze the total and post frcHn the 
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summary. This mondi we will indicate wfaat the nmuiuuT should 
be, but you should check this summary widi yours. The summaiy 
is as follows : 

Merchandise— Harness $ 556.00 

—Hardware 594.50 

—Footwear 321.65 

—Furniture I40J5 

— Groceries and Meats. 108.44 

— Men's Furnishings. 128.25 

—Seed '. 37.35 

— Miscdlaneous 28.45 



$1,914.99 



The forms to be used this month are as follows (arrange 
them in the order named) : 

In the binder marked "General and Subsidiary Ledgers" 

Form 4-0 For general ledger. 
In die binder marked "Accounting Records" 

Form 1-0 For petty cash receipts and disbursements. 

Form 1-1 For general cash receipts. 

Form 2-1 For disbursements by check. 

Form 5-1 For general journal. 

Form 3-0 For record of deposits, withdrawab and ream- 

ciliation of bank balance. 
Form 5-4 For purchases. 
Form 5-3 For sales. 
The tabs to be used this month are as follows : 

In the binder marked "General and Subsidiary Ledgers" 

Same as last month. 
In the binder marked "Accounting Records" 

Cash Received — Before the first sheet of Form 1-1. 
Check Record — Before the first sheet of Form 2-1. 
Bank Record — Before the first sheet of Form 3-0. 

Purchase Records — Before the first sheet of Form 5-4. 
Sales Records — Before the first sheet of Fomi 5-3. \ , 
Journal— Before the first sheet of Form 5-1. ^ '& 



Deposited $2,222.61 in the First National Bank. 

Drew check $1 for $100.00 for Petty Cadi Fund. 

Bought on account from Farmers Supply Co., harness $1,000. 

Paid by check $2 $50 rent for month of March. 

Sold on account to Sully Pdcor, hardware $322.60. 

Sold for cash, hardware $97.50. 

Collected from Travelers Hotel $150 on account 

Sold on account to Hug^ Perkins, hardware $10.60, har- 
ness $150.30. 

Paid Syracuse Stove Works by check }3 $441 in full settle- 
ment of account, $9 being allowed as a discount. 



Deposited $247.50. 
Paid by cash, telephone bill of $5.50. 

Sold on account to F. O. Nancy, groceries and meats $11.60. 
Paid by cash, electric li^t bill of $7.50. 
Bought on account fr<»n Holly Shoe Co., footwear $342.60. 
Collected from Commercial Hotel $400 on account. 
Sold for cash, footwear $32.50, furniture $70. 
Sold on account to Qias. Brown, groceries and meats $15.30, 
footwear $5.10. 

Paid by check $4, Solvay Ford Co. $8.75. 
Paid by check J5, Best Furniture Co. $175. 
Bougjit gas and oil for truck, cash $7.55. 

3 

Deposited $502.50. 

Bou^t on aca>unt from Wilcox 8c Wilcox, hardware 
$680.50, miscellaneous $40.60. 

Collected from John Brooks, $56.50 account in full. 



Sold 



on account to Commercial Hotel, groceries and me^ 



$50.23, furniture $150. 

Purchased for cash, office supplies $10.50. 
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Bougjit on account from City Grocery Co., Broccri« and 
meats $35.60. 

Gave check %(> to Woven Wire Fence Co., $125 on aconint. 

Bought on account from Armour & Co., groceries and meats 
$145. 



Deposited $56.50. 

Bought on account from Best Furniture Co., furniture 
$146.90. 

Sold for cash, footwear $37.50. 

Sold on account to Francis Williams, seed $55.70. 

Collected from John Jones, $25 on account. 

Paid cash for telegram $1.25. 

Sold on account to Patrick McCarthy, groceries and meats 
$15.90. 

Sold for cash, harness $145.25, hardware $82.75. 

Bought on account from Bettercrop Seed Co., seed $56.10. 

Paid ca^ for freight and express on chairs to amount of $35. 



Deposited $290.50. 

Bought on account from Solvay Overall Co., men's furnish- 
ings $90.30. 

Paid Eversharp Hardware Co. by check f 7, $96.90 in full 
settlement of account, the balance being a 5% discount allowed, 
$5.10. 

Paid cash for advertising in program, $12.50. 

Sold on account to Frank; Miller, hardware $30,10, footwear 
$18.60. 

Sold for cash, groceries and meats $18.24. 

Collected from Patrick McCarthy, $10.85 account in full. 

6 
Deposited $29.09. 

Sold on account to Sully Pekor, hardware $159.60. 
Drew check ( 8 for $150 for Petty Cash Fund. CtOII^^Ic 

, Paid by cash, clerk's salary $15. 



MARCH 25 

Bous^t on account from Brazil Coffee Co., Eroceries and 
meats $40.10. 

Collected from Sully Pekor, $250 on account. 

Collected from Hu^ Perkins, $40.67 account in full, $.83 
being allowed for discount. 

Sold on account to Henry Grccr, hardware $17.30. 

Paid Farmers Supply Co. by check f9, $121.10, February 
account in full, less $8.90 allowed on damaged harness. 

Bou^t gas and oil with cash for truck, $10.15. 

Paid by cash, truck driver's salary $18. 



Deposited $290.67. 

Bought on account from Whitehousc Provision Co., groceries 
and meats $122.60. 

Received Credit Memo from Holly Shoe Ca for overcharge 
on invoice of March 2, for footwear $27.45. 

Sold on account to Travelers Hotel, groceries and meats 
$115.91. 

Paid by cash, express charges on footwear $7.20. 

Bought on account from Thos. Smith, groceries and meats 
$35.67. 

Sold for cash, footwear $52.25; groceries and meat $15.40; 
men's furnishings $31.00. 

Collected from H. B. Wright, $71, account in full, $3.25 
being allowed for potatoes that were frozen. 

Bought wrapping paper $12.50, and twine $2.25, for cash. 

Bou^t on account from Eversharp Hardware Co., hard- 
ware $190.10. 

Paid to Remington Typewriter Co., check |10, $75, account 
in full. 



Deposited $169.65. 

Sold for cash, groceries and meats $22.10; footwear $52.25. 
Bought on account from Biddcll Footwear Co., footwear 
$450. C.oc^glc 

Collected from Frank Billings, $50 on account. 
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Paid cash for postage, $2.50. 

Sold on account to Hugh Perkins, harness $240; miscel- 
laneous $8.10. 

Paid cash for cleaning store and washing windows, $9.50. 
Paid by check, }11, for stationery and office supplies, $87.13. 

10 

Deposited $124.35. 

Bought on account from Farmers Supply Co., harness $25.60. 

Sold for cash, foowear $37.75; miscellaneous $12.15. 

Sold on account to R. R. Construction Co., groceries and 
meats $56.20. 

Paid to Whitchouse Provision Co. by check, }12, $250 on 
account. 

Bought on account from Sampson & Son, men's furnishings 
$310. 

U 

Deposited $49.90. 

Collected from Herbert Pekor $23.50, account in fuU. 
Collected from Hugh Perkins $157.68, invoice Mardi 1 in 
full, less 2% discount, $3.22. 

Bought gas and oil for truck, with cash, $7.35. 

12 

E)eposited $181.18. 

Sold on account to H. B. Wrij^t, groceries and meats $10.74. 

Sold for cash, hardware $82.65 ; furniture $35.50. 

13 

Deposited $118.15. 

Bought on account from Ohio Iron Wks., hardware $70.20. 
Paid with cash, clerk's salary $15. 

Sold on account to John Jones, groceries and meats $20; 
footwear $5.75. , . ^ 

Paid with cash, truck driver's salary $18. ^'' '" o 

Sold for cash, seed $18.20; men's furnishings $37.75. 



MARCH 27 

15 

Deposited $55.95. 

Sold on account to Wm. Jones, hardware $80.25. 
Paid by check, J 13, to Bettcrcrop Seed Co. $240, February 
account in full. 

Sold on account to Commercial Hotel, miscdlaneous $5.96. 
Bought on account frmn Smith & Flint, miscdlaneous $15.60. 
Bought on account from Holly Shoe Co., footwear $195. 

16 

Bougjit on account from Syracuse Stove Wks., hardware 
$346. 

Sold for cash, groceries and meats $10.15; seed $6.35; foot- 
wear $16.50. 

Bou^t on account from Best Furniture Co., furniture 
$40.50. 

Paid by check, JH, to Brazil Coffee Co. $38.10, for invoice 
March 6 in full, less 5% discount, $2.00. 

Sold on account to Herbert Pckor, groceries and meats $18.43. 

Cash paid for freight on hardware $12.60. 

Bought on account from Quality Harness Co., harness 
$500.65. 

17 

Deposited $33. 

Bought on account from Wilcox & Wilcox, miscellaneous 
$63.10. 

Sold for ca^, hardware $112.15; harness $146.25. 

Paid by check, $\5, for advertising in the Local Herald, 
$48.40. 

Sold on account to Silas Smith, harness $185. 

Drew check, |16, for $100 for Petty Ca^ Fund. 

18 

Deposited ^58.40. 

Paid to Frank Billings by check, $17, $5.10,, to balance 
account which was overpaid. ^ o 
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Bou|^t on account from Armour & Co., croceriet and meata 
$135.60. 

Paid by check, |18, to Eversharp Harward Co., $180.60, 
invoice of March 8 in full, less 5% discount, $9.50. 

Bought on account from Whitehousc Provisi<Hi Co., grocerict 
and meats $35.80. 

19 

Collected from Hugh Perkins $243.14, invoice March 9 in 
full, less 2% discount, $4.96. 

Sold on account to Frank Miller, groceries and meats $10.3S. 
Sold for cash, men's furnishings $18.75; footwear $32.40. 
Sold on account to Hugji Perkins, furniture $27.50. 
Donation paid in cash to Boy Scouts, $5.00. 

20 

Deposited $294.29. 

Paid with cash, clerk's salary, $15. 

Sold on account to H. B. Wri^t, seed $33.10. 

Paid with cash, truck driver's salary, $18. 

Bought on account from Thos. Smith, groceries and meats 
$40.65. 

Collected from R. R. Construction Co. $55.08, in full of 
account, less 2% discount, $1.12. 

Bought on account from Woven Wire Fence Co., hardware 
$186.50. 

Sold for ca^, hardware $96.65; harness $118.90; miscel- 
laneous $8.15. 

Paid by check, $19, to Woven Wire Feno: Co., $300 on 
account, 

2i 

Deposited $278.78. 

Bought on account from Brazil Coffee Co., groceries and 
meats $30.75. 

Sold on account to Wm. Jones, footwear $15.25. 

Sold for cash, groceries and meats $15.20; footwear $18.75. 

Bought on account from Bettercrops Seed Co., seed $63.95. 



MARCH 29 

Paid by check, $20, to Biddell Footwear Co., $300 on 
account. 

Sold on account to Travelers Hotel, groceries and meats 
$35.36; miscellaneous $5. 

Bought gas and oil for truck, $1U0; repair parts, $8.15, for 
cash. 

Bought on account from Sampson & Son, men's furnishings 
$45.80. 

23 

Deposited $33.95. 

Collected from Chas. Brown, on account $35. 

Sold on account to F. O. Nancy, footwear $56.75. 

Paid by check, |21, to Holly Shoe Co., $285.05, for invoice 
February 28 in full, less Credit Memo received March 8. 

Paid cash, for postage $2.50, tdt^ram $.75, and rubber' 
bands $1.10 (office supplies). 

24 

Deposited $35. 

Sold on account to Sully Pekor, hardware $218.39. 

Collected from John Jones, on account $25. 

Sold for cash, men's furnishings $22.25; footwear $19.50; 
groceries and meats $6.20. 

Bought on account from Ohio Iron Wks., hardware $75.25. 

Paid by check, J22, to Solvay Overall Co., $125, February 
account in full. 

25 

Deposited $72.95. 

Bought on account from Best Furniture Co., furniture 
$135.10. 

Bou^t on account from Eversharp Hardware Co., hard- 
ware $50.60. 

Bought on account from Biddell Footwear Co., footwear 
$75.30; miscellaneous $5.60. 

Collected from William Jones $78.65, account, in full, .with 



$1.60 allowed for discount. 
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StAi on account to R. R. Construction Co., men's furaiahines 
$265.90. 

Bougjit on account from City Grocery Co., groceria and 
meats $19.90. 

26 

Deposited $78.65. 

Collected from Sully Pekor, $250 on acrount. 

Sold for cash, hardware $81.15; harness $145.60; seed 
$12.80. 

Paid by check, |23, to Syracuse Stove Wks., $339.08, for 
invoice of March 16 in full, less 2% discount, $6.92. 

Paid for Gas and Oil by cash, $8.20. 

27 

Deposited $489.55. 

Sold on account to Francis Williams, seed $8.15. 

Paid with cash, clerk's salary, $15. 

Bought on account from Solvay Overall Co., men's furnish- 
ings $235.16. 

Paid with cash, truck driver's salary, $18. 

Sold on account to Henry Greer, miscellaneous $8.61. 

Paid by check, J24, to Whitehouse Provision Co., $250 on 
account. 

Bought on account from Thos. Smith, groceries and 
meats $60. 

Bought on account from Brazil Coffee Co., groceries and 
meats, $17.33. 

29 

Collected from Commercial Hotel, on account $200. 

Sold on account to Patrick McCarthy, groceries and meats 
$18.10. 

Collected from Hugh Perkins $26.95, for invoice March 19 
in full, less 2% discount, $.55. 

Sold on account to Commercial Hotel, groceries and meats 
$75.80. LSi,-....i.,C-OOglc 



Paid by check, {25, to Farmers' Supply Co., on account $300. 
Bought on account from Wilcox & Wilco^ hardware $40.45. 

30 

Deposited $226.95. 

Bought on account from Holly Shoe Co., footwear $17.25. 

Sold for cash, footwear $22.25; men's furnishings $18.50; 
groceries and meats $21.15. 

Bought on account from Syracuse Stove Wks., hardware 
$58.50. 

Paid by check, |26, to Ohio Iron Works, $200 on account. 

Sold on account to Sully Fetor, furniture $95.60. 

Paid by cash for express on footwear $7.95. 

31 

Deposited $61.90. 

S<^d on account to Frank Miller, hardware $235. 

Sold for cash, hardware $41.65; furniture $34.85; miscel- 
laneous $8.15. 

Sold on account to John Jones, groceries and meats $6.41. 

Bought on account from Armour & Co., groceries and meats 
$37.20. 

Bought on account from Bettercrops Co., seed $30.71. 
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RECORD OF BUSINESS TRANSACTIONS- 
PHIL RYAN 



In connection with transactions for the month of April refer 
to Lesson 7. 

At the first of this month you will deposit the exact balance 
of your petty cash as shown by Form I-O and start an Office 
Revolving Fund with an amount of $50. You will not actually 
make up a Petty Cash Voucher recapituUtion sheet (as illustrated 
by Lesson 12 — Figure 1) but will be furnished periodically with 
amounts to be reimbursed to the petty cash and an analysis thereof. 
You can imagine that you have made currency disbursements in 
accordance therewith. There is nothing about an Office Revolving 
Fund to warrant your actually operating one. 

The principal new point brought out this month is the use 
of Controlling Accounts. 

After you have proved your general ledger in balance, separate 
the customers' and creditors' accounts from the other ledger 
accounts and put them in the back part of the binder marked 
General and Subsidiary Ledgers, the farmer preceded by the tab 
marked Customers' Ledger and the latter preceded by the tab 
marked Accounts Payable Ledger. Open controlling accounts in 
the General Ledger for the customers' and creditors' accounts 
removed. 

In actual practice you would no doubt find the customers' 
accounts in a binder by themselves and likewise the creditors' 
accounts. For your purposes, however, you may consider them as 
separate ledgers, even though they may actually be in the same 
binder with the general ledger sheets. Now you know why the 
binder is marked "General and Subsidiary Ledgers." 

Transfer the balances of customer' accounts as of Mard) 31 
on the balance form of ledger sheet (Form 4-1) but leave the 
creditors' accounts on Form 4-0. Just transfer the creditors 
accounts bodily. '■-' --^-^^^^g^^-' 
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Deductions ior claims or overcharges in connection with cash 
either received or disbursed should be journalized. 

Discontinue the general journal you have been using (Form 
5-1) and use in its place Form 5-2. Also discontinue the Pctt;? 
Cash Book (Form 1-0). You will no longer have any use for 
Form1-0. It has served its purpose of illustrating the use of a 
simple cash book. 

You should balance your general ledger and reconcile your 
cash account each month, even though you may not be called upon 
to submit trial balances and bank reconcilements, except occa- 
sionally. 

Consider the following checks as outstanding at April 30: 
45-48-50-52-53-54. 

The forms to be used this month are as follows: 

Form l-I For cash receipts. 

Form 2-1 For cash disbursements. 

Form 5-4 For purchases. 

Form 5-3 For sales. 

Form 5-2 For general journal. 

Form 4-0 For general ledger. 

Form 4-0 For Accounts Payable ledger 

Form 4-1 For Customers' accounts ledger. 

Form 3-0 For bank record. 

The tabs to be used this month are the same as last month 
except for the two new tabs introduced marked "Customers' 
Ledger" and "Accounts Payable Ledger." 

TransKctioiu 

Deposited in the morning $84.65. 

Drew check, #27, for $50 for Office Revolving Fund. 

Paid by check, J28, rent, $50. 

Bought Gas and Oil by check, {29, from Motor-Inn Garage 
$18.25. 

Deposited in afternoon $29.30, balance of Petty Cash. 
(Enter this amount on your Record of Cash Received as a receipt 
from Petty Cash to be credited to Petty Cash account.") ^'•^8 
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2 

Collected from William Jones $14.95, account in full less 
discount 2%, $.30. 

Sold for cash, footwear $24.20; men's furnishings $21.15. 

Sold on account to Hugh Perkins, hardware $300; footwear 
$1,025.50; seed $194.50, and harness $65.50. 

Bou^t on account from Brazil Coffee Co., groceries and 
meats $55.22. 



Deposited $60.30. 

Paid by check, (30, $47.45 to reimburse Office Revolving 
Fund for disbursements as follows: Salary to clerk $15; salary 
to truck driver $18; telephone $5.75; light $6.55; office supplies 
$2.15. 

Sold for cash, groceries $8.15; miscellaneous $18.45. 



Deposited $26.60. 

Collected from Frank Miller, $300 on account. 

Paid by check, |31, to Brazil Coffee Co. $45.68, for March 
balance, less 5% discount, $2.40. 

Sold on account to Commercial Hotel, groceries and meats 
$210.60. 

Bought on account from Eversharp Hardware Co., hardware 
$135.71 ; miscellaneous $4.02. 

Bou^t on account from Holly Shoe Co., footwear $45.69. 



Deposited $300. 

Collected from R. R. Construction Co. $260.58, for invoice 
of March 25 in full, less 2% discount, $5.32. 

Sold for cash, men's furnishings $15.60; miscellaneous $7.32. 

Paid by check, $32, to Eversharp Hardware Co. $48.07 in 
full for invoice of March 25, less 5% discount, $2.53. 

Sold on account to Frank Miller, hardware $139.10. *--^*^^gIc 



Deposited $283.50. 

Paid by check, J33, to Solvay Overall Co., $175 on account. 



Collected from Travelers Hotel, $150 on account. 

Sold for cash, footwear $18.70. 

Bou^t on account from Best Furniture Co., furniture $372. 



Deposited $168.70. 

Collected from F. O. Nancy, $40 on account. 

Paid by check, |34, to Syracuse Stove Works, $57.33, account 
in full, less 2% discount, $1.17. 

Received Credit Memorandum for footwear returned to Bid- 
dell Footwear Co., $27.45. 

Sold on account to Henry Greer, hardware $210.60. 

10 

Deposited $40. 

Paid by check, $35, $48.25 to reimburse Revolving Fund for 
disbursements as follows: Salary to clerk $15; salary to truck 
driver $18; gas and oil $6.20; cleaning windows $1.50; express 
charges on seed $4.35 ; telegrams $3.20. 

Paid by check, (36, to Armour & Co. $309.65, account in 
full, less claim $8.15 (grocencs and meats). 

Bought on account from Bettercrops Seed Co., seed $18.90. 

12 

Collected from Chas. Brown $23.40, account in full to 
April I. 

Collected from Henry Greer $25.91, account in full to 
April 1. 

Paid by check, #37, to R. R. Co. for freight on furniture, 
$28.35. 
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Paid by check, |38, to Brazil Coffee Co. $52.46, for invoice 
of April 2 in full, less 5% discount $2.76. 

Sold on account to Chas. Brown, footwear $25.70. 

Bought on account from Farmers Supply Co., harness $35.82. 

Bought on account from Ohio Ir<»i Works, hardware 
$125.33. 

13 

Deposited $49.31. 

Sold for cash, seed $18.40; miscellaneous $3.41. 
Paid by check, |39, to Bettercrops Seed Co. $150.76, 
account in full. 

14 

Deposited $21.81. 

Collected from Patrick McCarthy $34.00, account in full. 
Sold for cash, footwear $36.80; men's furnishings $26.40. 
Paid by check, $40, to Local Herald for advertising, $38.95. 
Sold on account to Wm. Jones, seed $10.80. 

15 

Dqwsited $97.20. 

Collected from John Jones $20, on account. 

Sold for cash, groceries $15.05. 

Paid by check, $41, to Supply Co., for bags, wrapping paper 
and twine, $48.15. 

Bought on account from Whitehouse Provision Co., gro- 
ceries $80.16. 

16 

Deposited $35.05. 

Collected from Sully Pekor, $250 on account. 
Paid by check, |42, to Eversharp Hardware Co. $132.74, for 
invoice of April 5 in full, less 5% discount $6.99. 

17 
Deposited $250. O^^^^Qlc 

Paid by check, |43, $46.15, to reimburse Revolving Fund tat 
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disbursements m follows: Salary to clerk $15; salary to truck 
driver $18; gas and oil $9.15; postage $2; donation for tickets, $2. 

Paid by check, J44, to Quality Harness Co., $250 on account. 

Sold on account to Silas Smith, harness $309.60. 

Sold for cash, hardware $42.24. 

19 

Deposited $42.24. 

Collected from Hugh Perkins $1000 on account. 

Sold for cash, footwear $7.75 ; men's furnishings $18.75. 

Paid to Motor Inn Garage by check, J45, $38.68, for gas 
and oil and labor and parts on truck. 

Bought on account from Solvay Overall Co., men's furnish- 
ings $26.87. 

20 

Deposited $1026.50. 

Collected from Commercial Hotel, $300 on account. 
Paid by check, $46, to Farmers Supply Co., $500 on account. 
Purchased on account from Tile Calculating Co., 1 adding 
machine for $250. 

21 

Deposited $300. 

Paid by check, $47, to City Grocery Co., $100 on account. 
Paid by check, |48. to Holly Shoe Co., $350 on account. 
Bought on account from Thos. Smith, groceries $13.14. 
Bou^t on account from Syracuse Stove Works, hardware 
$68.19. 

22 

Collected from Francis Williams $60, account in full, bal- 
ance $3.85 being allowed for overcharge on invoice for seed. 

Sold for cash, miscellaneous $18.82. 

Sold on account to R. R. Construction Co., groceries and 
meats $306.80 ; hardware $70.22 ; footwear $20.93 ; men's furnish- 
ings $13.02. 
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Deposited $78.82. 

Collected from Silas Smith, $285 on account. 

Paid by check, 149, to Best Furniture Co., $350 on account. 

24 

Deposited $285. 

Paid by check, |50, to Thos. Smith $136.32, March account 
in full. 

Paid by check, JSl, $48.95, to reimburse Revolving Fund for 
disbursements as follows: Clerk's salary $15; salary to truck 
driver $15; advertising in magazine $4.50; freight on hardware 
$8.15; ofHce supplies $3.20; repairs on truck $3.10. 

Sold for cash, groceries $21.85 ; footwear $28.60. 

Sold on account to Frank Miller, men's furnishii^ $40J2. 

26 

Deposited $50.45. 

Collected from William Jones, account in full, $10.58, less 
2% discount $.22. 

Sold for cash, men's furnishings $38.40; miscellaneous $4.18. 

Paid by check, {52, to Sampson & Son $325.30, account in 
full, less deduction for men's fumishinp returned $30.50. 

Credit allowed F. O. Nancy for footwear returned $11.50. 

Sold on account to Patrick McCarthy, Miscellaneous $7.20. 

Bought on account from Wilcox & Wilcox, miscellaneous 
$17.25. 

27 

Deposited $53.16. 

Collected from Hu^ Perkins $539.16, account in full for 
invoice of April 2 for $1585.50, less $1000 paid on account, less 
2% ($31.71) allowed him; also less amount due him ($15.40, 
less 5%, $.77— net $14.63). 

Paid by check, $53, for advertising in Bulletin, $8. 

Paid by check, J5+, to Wilcox & Wilcox $824.65, March 
account in full. 



Sold on account to Travelers Hotel, fproceries and meats 
$19.99. 

Bought on account from Hugh Perkins, miscellaneous $15.40. 



Deposited $539.16. 

Collected from Henry Greer, $200 on account. 

Sold for cash, seed $18.70; harness $72.25. 

29 

Deposited $290.95. 

Sold for cash, footwear $14.50; men's furnishings $7.50, 
Sold on account to Sully Pekor, hardware $156.20. 
Bought on account from Sampson & Son, men's furnishings 
$61.47. 

30 

Sold for cash, footwear $37.45 ; furniture $78.60. 

Deposited $138.05. 

Sold Travelers Hotel, as an accommodation, 10 gals, gasoline 
$2.80, charged to their account. 

Sold on account to Chas. Brown, groceries and meats $10.30. 

Bought on account from Quality Harness Co., harness $78 ; 
miscellaneous $1.21. 
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RECORD OF BUSINESS TRANSACTIONS— 



Introductory 

In connection with transactions for the month of May refer 
to Lesson 9. 

This month you are asked to discontinue the use of the sub- 
sidiary ledger for accounts payable and to open up a voucher regis- 
ter (Form 5-4). Therefore you are asked to make a transfer 
journal entry closing out the balance of Accounts Payable control- 
ling account into Vouchers Payable controlling account. 

Fill in the distribution columns of the Voucher Roister 
(Form 5-4) with the eight classifications of purchases as usual and 
the remaining columns as follows: Delivery Expenses, Salaries, 
Office Supplies. Distribute any other expense items to the Mis- 
cellaneous column. 

The voucher replenishing the Revolving Fund should be 
entered and distributed in the Voucher Register, the same as any 
creditor's bill. 

Start the voucher register by listing on the first page thereof 
the amounts due to each creditor arranged alphabetically, and 
assign to each amount a voucher number from one up. They are 
recorded in the voucher register in order to furnish the detail for 
the new controlling account, Vouchers PayaWe. 

Students may supply for themselves the dates of creditors' bills 
entered in the voucher register. 

If you have occasion to charge back a creditor for a returned 
purchase or a claim of any kind, make a journal entry charging 
Vouchers Payable and crediting Merchandise account. Then post 
the journal entry to the voucher register in the date paid ct^umn 
as you would a check payment, giving reference to the journal 
entry number instead of check number. Insert over the amount of 
the original voucher in lead pencil the balance due on that voucher 
after deducting the amount of the journal entry. This balance is 
the amount that should be paid by check, unless further claims or 
deductions are necessary. lkji.l.^i., C^OOQIc 
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As stated in the text, Voucher Registers are best adapted for 
large organizations. It is unlikely that a small retail merchant like 
Phil Ryan would install a Voucher Register. But the principle is 
the same, however few the transactions are and however small the 
amounts may be. The Voucher Register is introduced at this 
point in your work merely to give you a practical demonstration of 
its principle. 

In actual business there would undoubtedly be a greater 
number of purchases and sales and other transactions during a 
month than you will be asked to record in your books of original 
entry. As we have said before, we do not wish to burden you with 
too much detailed bookkeeping. You must, of course, have some 
entries each month, but we cannot see the use of making you do a 
great deal of the same kind of work, over and over again. These 
transactions arc designed to illustrate bookkeeping principles 
rather than any particular kind of business. 

Consider the following checks as outstanding at May 31 : 
53-54-71-75-76-77. 

Forms used this month are as follows: 



Form 1-1 


For cash receipts. 


Form 2-1 


For cash disbursements. 


Form 5-4 


For purchases and expense bills (the Voucher 




Register). 


Form 5-3 


For sales. 


Form 5-2 


For general journal (making the "Accounts 




Payable" column read "Vouchers Payable") 


Form 4-0 


For general ledger. 


Form 4-1 


For customers' accounts ledger. 


Form 3-0 


For bank record. 



T^e tabs used this month are the same as last month. 



1 

Collected from R. R. Construction Co. $402.75 for invoice of 
April 22 in full, less 2% discount $8.22. 

Voucher J18 for rent, $50. l.., _.. :.,C-.OOglc 
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Voucher $19 to reimburse Revolving Fund $43.65, detail as 
follows: Clerk's salary $15; truck driver's salary $18; gas and 
oil $6.15; postage $4.50. 

Paid Voucher #18 by check J5S— $50. 

Paid Voucher Ji9 by check $56— $43.65. 

Paid Voucher JH to Syracuse Stove Wks. less 2% discount 
$1.36, by check J57— $66.83. 



Deposited $402.75. 

Voucher $20, bought from City Grocery Co., groceries and 
meats $320.10. 

Voucher J2I, to Edison Electric Co. for light, $6.40. 

Voucher $22, to Bell Telephone Co. for telephone $8.70. 

Paid Voucher J2I by check $58— $6.40. 

Paid Voucher #22 by check Jl59— $8.70. 

Sold on account to Henry Greer, hardware $210.75. 

4 
Sold for cash, groceries $16.23; men's fumi^ings $15.50. 

5 

Deposited $31.73. 

Collected from F. O. Nancy $16.85, account in full. 

Sold on account to Frank Miller, footwear $47.29. 



Deposited $16.85. 

Voucher #23, bought from Best Furniture Co., furniture 
$247.20. 

Sold on account to Benson & Co., footwear $1160.80. 



Collected from Sully Pekor $199.64, account in full. 
Voucher J24 to Motor Inn Garage for gas and oil $33.15. r „ 



Paid Voucher J24 by check #60— $33.15. 



Deposited $199.64. 

Voucher $25 to reimburse Revolving Fund $35.20, detail fol- 
lows: Clerk's salary $15 ; truck driver's salary $18 ; cleaning win- 
dows $1.25; broom $.95. 

Paid Voucher J25 by check #61— $35.20. 

Sold on account to Travelers Hotel, furniture $346.90. 

10 

Collected frwn Travelers Hotel $250, on account. 

Voucher |26, bought from Brazil Coffee Co., groceries and 
meats $80.96. 

Voucher #27 to Central R. R. Co., freight on furniture 
$34.35. 

Paid Voucher Jl to Best Furniture Co. by check $62, 
$344.50. 

Paid Voucher #27 by check #63— $34.35. 

U 

Deposited $250. 

Collected from Chas. Brown $36, April account in full. 
Travelers Hotel is allowed claim for overcharge on groceries 
$6.83. 

Sold on account to Sully Pckor, seed $75.22. 

12 

Deposited $36. 

Sold for cash, groceries $17.85. 
Voucher #28 to Local Herald for advertising, $13.60. 
Paid Voucher #28 by check #64— $13.60. 
Sold on account to Commercial Hotel, groceries and meats 
$271.82. 

13 

Deposited $17.85. Googic 

Collected from H. B. Wright, $30 on account. 



[ 
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Paid Voucher p to Holly Shoe Co. by check |65— $250.54. 
Voucher {29, bought from Thos Smith, groceries and meats 
$40.75. 

14 

Deposited $30. 

Collected from Herbert Pekor $18.43, account in full. 

Charged Best Furniture Co., frei^t paid which should have 
been prepaid on furniture, $34.35. (Apply this to Voucher JI23,) 

Sold on account to Chas. Brown, groceries and meats $13.62. 

Voucher J30, bou^t on account from Whitehouse Provision 
Co., groceries and meats $196.30. 

15 

Deposited $18.43. 

Collected from Commercial Hotel $300, on account. 
Voucher J31 to reimburse Revolving Fund $49.65, detail as 
follows: Clerk's salary $15; truck driver's salary $18; telegram 
,$1.65; advertising $15. 

Paid Voucher pi by check Jt66— $49.65. 

17 

Deposited $300. 

Collected from Benson & Co. $1137.59, account in full less 
2% discount $23.21. 

Collected from Silas Smith, $150 on account. 

Paid Voucher t8 to Ohio Iron Works by check f 67— 
$245.78. 

Allowance made to Chas. Brown on groceries $2.35. 

Sold on account to R. R. Construction Co., hardware $70.33. 

Voucher J32, bought from Ohio Iron Works, hardware 
$295.23. 

18 

Deposited $1287.59. 

Collected from Frank Miller $239.96, account in full. 
Sold for Cash, groceries 12.08; men's furnishings $7.25. 'J^ 
Paid Voucher flO to Sampson & Son by check 168— $61.47. 



19 

Deposited $259.29. 

Sold for cash, furniture $34.45. 

Paid Voucher J3 to Biddell Footwear Co. by check J69— 
$203.45. 

Sold on account to Wm. Jones, hardware $122.68; miscel- 
laneous $4.92. 

Voucher $33, bought from Sampson & Son, miscellaneous 
$39.10. 

20 

Deposited $34.45. 

Collected from Henry Greer $221.35, account in full to date. 

Paid Voucher J26 to Brazil Coffee Co. less 5% discount 
$4.05, by check S70— $76.91. 

Sold on account to Travelers Hotel, groceries and meats 
$269.27. 

21 

Deposited $221.35. 

Paid Voucher $12 to Smith & Flint, by check tf71— $15.60. 
Voucher j(34, bought from City Grocery Co., groceries and 
meats $90.17. 

22 

Collected from Patrick McCarthy $7.20, balance of April 
account in full. 

Voucher {35 to reimburse Revolving Fund $41.73, detail as 
follows; Clerk's salary $15; truck driver's salary $18; express 
charges on miscellaneous mdse. $8.73. 

Paid Voucher $35 by check t72— $41.73. 

Sold on account to Solvay Overall Co., hardware $37.10. 

24 
Deposited $7.20. 
Sold for cash, groceries $3.63. 

Paid Voucher JIS to Whitehouse Provision Co. by check J73 
$223.56. 

Voucher |36, bought from Holly Shoe Co., footwear $123.62. 
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25 

Deposited $3.63. 

Paid Vouchers %fi and J20 to City Grocery Co. by check 
S74, $360.60. 

Sold on account to Patrick McCarthy, groceries and meats 
$42.71. 

26 

Collected from Travelers Hotel, $250 on account. 

Paid Vouch JI3 to Solvay Overall Co., less our account 
against them for $37.10, by check {75— $140.23. 

Voucher J37, bought from Fanners Supply Co., harness 
$86.25. 

27 

Deposited $250. 

Sold for cash, hardware $125.10; furniture $86.15. 
Credit Memo, for overcharge on hardware from Ohio Itoa 
Works $16.25. (Apply this to Voucher 132.) 

Sold on account to John Jones, groceries and meats $17.30. 
Voucher $38, bought from Bettercrops Seed Co., seed $91.42. 

28 

Deposited $211.25. 

Collected from R. R. Construction Co. $68.92, for invoice of 
May 17 in full, less 2% discount $1.41. 
Sold for cash, groceries $21.19. 
Sold on account to H. B. Wright, miscellaneous $18.66. 

29 

Dqjositcd $90.11. 

Collected from William Jones $125.05, for invoice of May 
19 in full, less 2% discount $2.55. 

Voucher Jt39, bought from Wilcox & Wilcox, miscellaneous 
$41.87. 

Voucher (40, bought from Solvay Overall Co., men's furnish- 
ings $135.60. 
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Voucher f^l to reimburse Revolving Fund $49.45, detail as 
follows: Clerk's salary $15; truck driver's salary $18; donations 
$5; office supplies $11.45. 

Paid Voucher #41 by check J76— $49.45. 

Sold on account to Chas. Brown, miscellaneous $43.22. 

31 

Deposited $125.05. 

Sold for cash, furniture $72.'65; miscellaneous $12.18. 

Paid Voucher JI7 to Woven Wire Fence Co. by check $77— 
$261.50. 

Sold on account to Henry Greer, harness $50.25 ; men's fur- 
nishings $100.50. 
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RECORD OF BUSINESS TRANSACTIONS- 
PHIL RYAN 

JUNB 1920 
Introdnctpry 

In connection with transactions for June refer to Lesson 5. 

No new points are brought out this month but the use of a 
new form is introduced, the analysis ledger. 

Close out by transfer journal entry the eight merchandise 
accounts you have been carrying into one merchandise account and 
open the same on Form 4-2, analyzing the opening balance properly 
in the distribution columns. In other words, instead of having 
separate ledger accounts for each classification of merchandise you 
will, until further notice, carry the classification in the distribution 
columns of one merchandise aax)unt kept on the analytical ledger 
form. 

Consider the following checks outstanding at June 30: 71, 
77, 89, 100, 105, 107, 108. 

Forms used this month are the same as for last month, except 
that a new form is introduced (Form 4-2) to illustrate the 
analysis form of ledger sheet. 



1 

Deposited $84.83. 

Voucher {42, bought from Whitdiouse ProviMon Co., gro- 
ceries $326.42. 

Sold for cash, footwear $16.25 ; groceries $8.46. 
Voucher $43 to landlord for rent, $50. 
Paid Voucher $43 by check $78— $50. 



Deposited $24.71. 

Collected from H. B. Wright, $25 on accountj : Cc^tlglc 

Paid Voucher J33 to Sampson & Son by check #79-^9.10. 



JVNE 49 

Sold on account to R. R. Construction Co., harness $145; 
men's furnishings $68.20. 

Voucher #44, bou^t from Brazil Coffee Co., groceries 
$78.87. 



Deposited $25. 

Voucher $45, to Edison Electric Co. for light $4.85. 

Voucher f46, to Bell Telephone Co. for telephone $8.15. 

Paid Voucher #45 by check #80— $4.85. 

Paid Voucher #46 by check #81— $8.15. 



Sold for cash, hardware $62.65 ; seed $18.45. 
Sold on account to Commercial Hotel, groceries $118.18. 
Voucher #47, bought from Armour & Co., groceries $94.16. 
Voucher #48, bought from Ohio Iron Wks., hardware 
$488.70. 

5 

Deposited $81.10. 

Collected from Silas Smith $59.60, May account in full. 

Voucher #49 to rnmburse Revolving Fund, $45.35 (details 
as follows: Clerk's salary $15; truck driver's salary $18; gas and 
oil $9.65 ; telegrams $2.70. 

Paid Voucher #49 by check #82— $45.35. 

Sold on account to F. O. Nancy, groceries and meats $19.64. 

Sold on account to Henry Greer, hardware $46.75. 

Voucher #50, bou|^t from Best Furniture Co., furniture 
$782.90. 

7 

Deposited $59.60. 

Voucher #51, to John Wri^t for attorney's fees, $25. 

Paid Voucher #51 by check #83, $25. 

Sold on account to Chas. Brown, groceries and meats, $8.69; 
footwear $12.75 ; seed $3.42. 

Voucher #52, bought from Eversharp Hardware Co., hard- 
ware $126.85. 
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Sold for cash, furniture $76.30; miscellaneous $22.47. 

Voucher $53 to Central R, R. Co., frcigjit on hardware 
$15.80, and on furniture $24.35. 

Paid Voucher 853 by check #84— $40.15. 

Received Credit Memo, from Quality Harness Co., $37.40 
for harness returned. {This applies to Voucher J60.) 

Paid Voucher #2 and 38 to Bettercrop Seed Co. by check Jt85 
—$110.32. 

Sold on account to Travelers Hotel, furniture $278.65. 

Voucher ^54, bought from Holly Shoe Co., footwear $392.10. 



Deposited $98.77. 

Paid Voucher $40 to Solvay Overall Co. by check (86— 
$135.60. 

Voucher J55, bought from Bettercrops Seed Co., seed 
$271.43. 

Voucher J 5 6, bought from City Grocery Co., groceries 
^281.94. 

10 

Collected from Sully Pekor $75.22, May account in full. 
Voucher #57 to Local Herald for advertising, $32.85. 
Paid Voucher #57 by check J87— $32.85. 
Sold on account to Sully Pekor, hardware $96.40. 

11 

Deposited $75.22. 

Paid on account of Voucher #23 to Best Furniture Co. by 
check 588— $212.85. 

Paid Voucher #4 to The Calculating Co. by check #89— $250. 

Paid Vouchers #6 and #37 to Farmers Supply Co. by check 
#90— $347.67. 

" Sold on account to Benson & Co., footwear $337.15. 

Voucher #58, bought from Wilcox & Wilcox, miscellaneous 
$181.42. 



12 

Collected from R. R. Construction Co., $208.94 for invoice 
of June 2 in full, less 2% discount $4.26. 

Voucher J59 to reimburse Revolving Fund, $48.60, details 
as follows: clerk's salary $15; truck driver's salary $18; postage 
$4.20; office supplies $8.40; donations $3. 

Paid Voucher J59 by check $91— $48.60. ' 

Paid Voucher Jf44, less 5% discount $3.94, to Brazil Coffee 
Co. by check $92— $74.93. 

Sold on account to Francis Williams, furniture $72.50; mis- 
cellaneous $12.94. 

Voucher $60, bought from Quality Harness Co., harness 
$462.90. 

14 

Deposited $208.94. 

Collected from Patrick McCarthy $42.71, May account in 
full. 

Sold for cash, men's furnishings $28.65. 

Sold on account to Patrick McCarthy, groceries and meats 
$18.72. 

Sold on account to Silas Smith, harness $281.70. 

Voucher $61, bought from Biddell footwear Co., footwear 
$289.75. 

15 

Deposited $71.36. 

Voucher $62 to Motor Inn Gar^e for gas and oil, $41.80. 

Paid Voucher $62 by check $93— $41.80. 

Paid Voucher $9 to Quality Harness Co. by check ii9A — 
$329.86. 

Voucher $63, bought from Brazil Coffee Co., groceries 
$38.14. 

16 

Sold for cash, groceries $19.82; seed $16.41. 
Charge Ohio Iron Works for telegram $2.70, credit Tele- 
phone and Telegraph account. (Apply this to Voucher $4^0 
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Paid Voucher J50, less 5% discount $39.15, to Best Furniture 
Co, by check t95— $743.75. 

Sold <»i account to R. R. Construction Co., groceries $212.59. 

17 

Deposited $36.23. 

Collected from Travelers Hotd, $200 on account. 

Paid Voucher $52, less 5% discount $6.34, to Evcrsharp 
Hardware Co. by check J96— $120.41. 

Sold on account to Henry Greer, men's furnishings $18.90. 

Voucher $64, bought from Syracuse Stove Works, hardware 
$139.35. 

18 

Deposited $200. 

Sold for cash, harness $165.80. 

Paid Vouchers J34 and $56 to City Grocery Co. by check 
897— $372.11. 

Sold on account to Hu^ Perkins, hardware $242.80; seed 
$18.20; miscellaneous $6.23. 

Sold on account to Prank Miller, hardware $32.60. 

Voucher $65, bought from Armour & Co., groceries and 
meats $246.81. 

Voucher $66, bought from Farmers Supply Co., harness 
$2%. 15. 

19 

Deposited $165.80. 

Voucher $67 to reimburse Revolving Fund $46.25, details as 
follows: Clerk's salary $15; truck driver's salary $18; cleaning 
windows $1.50; advertising $11.75. 

Paid Voucher $67 by check $98— $46.25. 

Sold on account to Patrick McCarthy, footwear $19.75 ; seed 
$7.20, 

21 

Collected from Benson & Co. $330.41, for invoice of June 
11 in full, less 2% discount $6.74. D,u...iX-OOg[c 



JVNE 53 

Sold on account to Wm. Jones, furniture $218.85; seed 
$11.70; miscellaneous $21.68. 

Voucher $68, bought from Best Furniture Co., furniture 
$392.95. 

Voucher J69, bought from Woven Wire Fence Co., hard- 
ware $342.65. 

22 

Deposited $330.41. 

Credit allowed Hugh Perkins, goods returned, hardware 
$27.90. 

Sold for cash, miscellaneous $11.87; groceries $17.44. 

23 

Deposited $29.31. 

Voucher {70 to Central R. R. Co. for freight on footwear 
$16.20. 

Paid Voucher $70 by check 899— $16.20. 

Sold on account to H. B, Wright, groceries $26.42. 

24 

Sold for cash, hardware $38.70; footwear $82.35. 

Paid Voucher J36 to Holly Shoe Co. by check JlOO— 
$123.62. 

Paid Vouchers }16 and 39 and 58 to Wilcox and Wilcox by 
check Jt 101— $240.54. 

Sold on account to Travelers Hotel, groceries and meats 
$121.60. 

Voucher |71, bought from Sampson & Son, men's furnishings 
$298.45. 

25 

Deposited $121.05. 

Voucher |72 to American Plate Glass Co. to replace broken 
window — $65.40. 

Paid Voucher $72 by check $102— $65.40. C^OOglc 
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Paid Voucher J63, less 5% discount $1.90, to BrazU Coffee 
Co. by check #103— $36^4. 

Voucher }73, bought from Solvay Overall Co., men's furnish- 
ings $176.30. 

26 

Collected from R. R. Construction Co. $208.34, for invoice 
of June 16 in full, less 2% discount $4.25. 

Voucher J74 to reimburse Revolving Fund $48.70, details 
as follows: Clerk's salary $15; truck driver's salary $18; twine 
$8.20; packing paper $7.50. 

Paid Voucher #74 by check } 104— $48.70. 

Sold on account to Sully Pekor, hardware $67.95. 

Sold on account to F. O. Nancy, footwear $17.25. 

28 

Deposited $208.34. 

Collected from Hug^ Perkins $234.54, account in full, less 
2% discount $4.79. 

Paid Voucher J32 to Ohio Iron Works on account by check 
J 105— $278.98. 

Paid Voucher #64, less 2% discount $2.79, to Syracuse 
Stove Works by check $106— $136.56. 

Sold on account to R. R. Construction Co., hardware $271.80. 

Voucher #75, bought from City Grocery Co., groceiies 
$138.90. 

Voucher #76, bou^t from Wearever Rubber Goods Co., 
footwear $239.70. 

29 

Deposited $234.54. 

Sold for cash, harness $87.30; miscellaneous $17.46. 

Voucher #77 to Fircwritcrs Insurance Co. for fire insurance 
premium, $85.50. 

Paid Voucher #77 by check #107— $85.50. 

Sold on account to Commercial Hotel, groceries and meats 
$78.37; hardware $18.75. LSi,-.,...i.,C-OO^lc 



JUNE 55 

30 

Deposited $104.76. 

Sold for cash, furniture $121.60; hardware $64.20; seed 
$17.85. 

Paid Vouchers J30 and 42 to Whitehouse Provision Co. by 
check J108— $522.72. 

Sold on account to Silas Smith, furniture $56.40 ; men's fur- 
nishings $26.90. 
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RECORD OF BUSINESS TRANSACTIONS- 
PHIL RYAN 

July 1920 



In connection with the transactions for July, refer to Lessons 
12 and 13. 

The business receives this month its first Notes Receivable, 
some of which are with interest and some without. You discount 
some of the notes but not all. 

You also have occasion to draw a trade acceptance on one of 
your Customers. 

It is suggested that you keep track of the notes on a separate 
sheet of paper along the lines of a note register. 

Charge Interest Expense Account with amounts deducted by 
the bank for discount on notes. Insert this account in your ledger 
following Fire Insurance Account. 

Open an account with Notes and Trade Acceptances Receiv- 
able and Notes and Trade Acceptances Receivable Discounted to 
follow Cash account in the ledger. 

During the month you unfortunately post a d^it to the 
wrong account, which you will not discover until next month. 

There will be no more mention of deposits. You are 
expected to deposit your cash receipts for the day, daily. In order 
to make the daily deposits agree with the receipts o/ the same day, 
many concerns close their business day, as far as cash receipts are 
concerned, at two o'clock or thereabouts. This gives them time to 
make up their deposit slips, and deposit the cash before the bank 
closes. All receipts received after two o'clock are then considered 
receipts of the next day. You will assume hereafter that all your 
receipts for the day are received in time for deport on the 
same day. 

Consider the following checks as outstanding at July 31st — 
119, 131, 132, 133, 135, 136. 

The forms and tabs used this month arc the same as for last 
month. L.,i,.,...i.,C-.OOglc 



1 

Collected from William Jones $247.19, in payment invoice 
June 21, less 2% discount $5.04. 

Sold on account to Travelers Hotel, groceries and meats 
$76.23; hardware $28.90; miscellaneous $18.28. 

Voucher |78 to landlord for rent— $50. 

Sold on account to Patrick McCarthy, footwear $17.75; 
men's furnishings $28.90. 

Paid Voucher $78 to landlord by check JIO^— $50. 

Sold for cadi, seed $12.20; miscellaneous $16.84; groceries 
and meats $9.67. 



Sold for cash, hardware $42.80; furniture $37.35. 
Voucher |79, bought from ThM. Smith, groceries $32.16. 
Voucher J80, bought from Farmers Supply Co., harness 
$182.90. 



Voucher %%\ to reimburse Revolving Fund $48.30 (details 
as follows: Clerk's salary $15; truck driver's salary $18; print- 
ing $12.80; postage $2.50). 

Sold on account to Herbert Pekor, seed $17.45; miscellaneous 
$31.78. 

Paid Voucher %%\ by check JllO— $48.30. 
Sold for ca^, footwear $17.85 ; men's furnishings $23.35. 

Voucher $82, bought from Brazil Coffee Co., groceries 
$87.53. 

Received 90-day note %\ for $216.40, with 6% interest from 
Henry Greer. 



Collected from R. R. Construction Co. $266.36 in payment 
of invoice June 28, less 2% discount $5.44. 

Credit Travelers Hotel $1 1.93, groceries and meats returned. 
Voucher %%l, to Bell Telephone Co. for tdephone $9.20. 
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Voucher J84, to Edison Electric Co. for light, $3.35. 

Sold for cash, groceries and meats $8.60; footwear $13.65; 
miscellaneous $12.18. 

Sold on account to Commercial Hotel, groceries and meats 
$98.45; furniture $121.15. 

Voucher $85, bought from Ohio Iron Works, hardware 
$175.40. 



Sold on account to R. R. Construction Co., groceries and 
meats $46.18; harness $132.70. 

Voucher J86 to central R. R. Co., frei^t on hardware 
$18.15, on footwear $7.65, and on men's furnishings $11.85. 

Paid Voucher $86 to Central R. R. Co. by check Jill— 
$37.65. 

Voucher |87, bought from Biddell Footwear Co., footwear 
$96.45. 



Sold for cash, footwear $19.65; seed $11.70; groceries and 
meats $17.33. 

Voucher |88, bought from Syracuse Stove Works, hardware 
$110.15. 

Paid on account Voucher $55 to Bettercrops Seed Co. by 
check tll2— $150. 

Received 30-day note $2 for $79.35, with 6% interest, from 
Chas. Brown. 



Collected from Travelers Hotd, $300 on account. 

Sold on account to Chas. Brown, footwear $12.50; seed 
$7.20; men's furnishings $19.45. 

Voucher J89 to Local Herald for advertising— $33.75. 

Sold for cash, hardware $62.95. 

Sold on account to Sully Pekor, hardware $121.60. {Post 
this item to H. Pekor's account in error.) 

Voucher J[90, bought from City Grocery Co., groceries, [, 
$112.93. 



10 

Voucher $91 to reimburse Revolving Fund $48.85 (details as 
follows: Clerk's salary $15; truck driver's salary $18; donations 
$3; paper and twine $12.85). 

Voucher $92, bought from Armour & Co., groceries $87.80. 

Voucher |93 to Motor Inn Garage for gas and oil and repairs 
to truck— $63.18. 

Sold for cash, harness $135.80; seed $18.75. 

Paid Voucher ft91 by check #113— $48.85. 

Paid on account Voucher J66 to Farmers Supply Co., by 
check #1J4— $200. 

12 

Collected from Frank Miller $32.60, account in full. 

Sold on account to William Jones, furniture $65.80 ; miscel- 
laneous $7.22. 

Charge City Grocery Co. for overcharge of $8.22 on Voucher 
190. 

Sold for cash, groceries and meats $17.21 ; footwear $18.65; 
miscellaneous $7.32. 

Voucher J94, bought from Whitehouse Provision Co., gro- 
ceries $99.43. 

Voucher #95, bought from Best Furniture Co., furniture 
$356.90. 

Paid on account Voudier J48 to Ohio Iron Works, by check 
J115— $250. 

13 

Paid Voucher #89 to Local Herald, by check $116— $33.75. 

Paid Voucher #93 to Motor Inn Garage, by check #117 — 
$63.18. 

Sold on account to Francis Williams, groceries and meats 
$18.71; footwear $7.50; seed $12.80. 

Sold for cash, hardware $33.15. 

Voucher #96, bought from Eversharp Hardware Co., hard- 
ware $174.35. 

Paid Voucher #82, less 5% discount $4.38, to Brazil Coffee 
Co., by check #118— $83.15. 
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14 

Collected from John Jones, $15 on account. 

Sold for cash, furniture $72.10 ; men's furnishings $17.25. 

Voucher j(97, bought from Smith & Flint, miscdUneous 
$117.95. 

Paid Vouchers HI 1 and 29 and 79 to Thos. Smith by check 
$119— $86.05. 

15 

Sold on account to Solvay Overall Co., furniture $41.90. 

Voucher J98 to Office Supply Co. for letterheads and 
envelopes — $32.15. 

Sold for cash, harness $105.60; hardware $18.55. 

Sold on account to Frank Miller, hardware $72,95. 

Voucher J99, bought from Holly Shoe Co., footwear $173.95. 

Received 60-day note, #3, for $365, from Silas Smith. This 
note was endorsed without recourse to Best Furniture Co., paid 
on account of Voucher $68. 

16 
Sold on account to Benson Sc Co., footwear $218.70. 

17 

Collected from R. R. Construction Co. $175.30, in payment 
of invoice July 7, less 2% discount $3.58. 

Sold on account to Hugh Perkins, hardware $263.65. 

Voucher |100 to reimburse Revolving Fund, $47.45, details 
as follows: Clerk's salary $15; truck driver's salary $18; clean- 
ing windows $1.25; office supplies $13.20. 

Sold on account to Silas Smith, harness $169.35. 

Paid Voucher JlOO, by check Jfl20— $47.45. 

Sold for cash, footwear $22.45; men's furnishings $18.60; 
miscellaneous $7.18. 

Voucher $101, bou^t from Quality Harness Co., harness 
$318.40. 

Paid Voucher $88, less 2% discount $2.20, to Syracuse Stove 
Wks. by check $121— $107.95. 



19 

Collected from F. O. Nancy $36.89, account in full. 

Sold for Ca^, groceries and meats $18.85; seed $17.20; foot- 
wear $12.35. 

Voucher $102 to Central R. R. Co. for freight on hardware 
$7.20, on furniture $28.40, and on men's furni^ings $13.85. 

Sold on ac<xiunt to Henry Greer, groceries and meats $34.12; 
seed $18.46; miscellaneous $9.29. 

Voucher {103, bought from Bettercrops Seed Co., seed 
$99.45. 

Paid Vouchers $47 and 65 to Armour & Co. by check J122— 
$340.97. 

20 

Collected from Francis Williams $85.44, June account in full. 

Paid Voucher #98 to Office Supply Co. by chtck fl23— 
$32.15. 

Sold on account to Commercial Hotel, groceries and meats 
$137.48; furniture $39.20. 

Voucher fl04, bought from Wearever Rubber Goods Co., 
footwear $113.95. 

21 

Paid Voucher #102 to Central R. R. Co. by check #124— 
$49.45. 

Sold on account to Patrick McCarthy, footwear $18.50; 
men's furnishings $48.90. 

Sold on account to William Jones, miscellaneous $72.16. 

Charge Woven Wire Fence Co. on account of Voucher J69, 
hardware returned $38.90. 

Sold for cash, footwear $17.50; seed $8.15; miscellaneous 
$9.81 ; men's furnishings $28.90. 

Voucher #105, bought from City Grocery Co., groceries 
$136.43. 

Paid balance of Voucher #60 to Quality Harness Co. by 
check #125— $425.50. 
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22 

Collecttd from William Jones $71.56, in payment of invoice 
July 12, less 2% discount $1.46. 

Sold on account to H. B. Wright, groceries and meats $36.93 ; 
footwear $5.75 ; seed $65.40. 

Received 60-day note, J4, for $164.35, with interest at 6%, 
from Sully Pekor. T^is note was endorsed over to Biddell Foot- 
wear Co., paid on account of Voucher J61. 

23 

Collected from H. B. Wright $100, on account. 

Charge Ohio Iron Works on account Voucher |85, for 
freight on hardware, should have been paid by them, $18.15. 

Sold for cash, hardware $36.80; harness $87.90; furniture 
$64.20. 

Voucher |106, bou^t from Farmers Supply Co., harness 
$276.45. 

Paid balance of Voucher J52 and Voucher }%, less 5% dis- 
count $8.72, to Eversharp Hardware Co. by check J126— $165.73. 

Sold on account to Herbert Pekor, furniture $97.55; men's 
furnishings $32.90, and drew 30-day trade acceptance ($5) for 
$130.45, which was accepted and endorsed to Sampson Sc Son 
(who took it at face value) in part payment of Voucher f71. 

24 

Collected from Patrick McCarthy $45.67, account in full to 
July 1. 

Sold on account to F. O. Nancy, footwear $18.25; miscel- 
laneous $26.90. 

Voucher J107 to reimburse Revolving Fund $49.35, details 
as follows: Clerk's salary $15; truck driver's salary $18; tele- 
grams $3.85; advertising $12.50. 

Sold for cash, groceries and meats $26.18; seed $17.21 ; mis- 
cellaneous $7.78. 

Paid Voucher $107 by check #127— $49.35. 

Voucher $108, bought from Solvay Overall Co., men's fu^' 
nishings $153.15. 



26 

Voucher JI09 to Mill Mfg. Co., for show case in store — 
$68.50. 

Voucher JHO. bought from Armour & Co., groceries $49.24. 

Paid Voucher #54 to HoUy Shoe Co. by check #128— 
$392.10. 

27 

Sold for cash, footwear $17.50; groceries and meats $32.18. 

Collected from Benson & Co. $214.33, in payment of invoice 
July 16, less 2% discount $4.37. 

Sold on account to R. R. Construction Co., groceries and 
meats $86.20; hardware $142.90; harness $89.40. 

Voucher Jill, bought from Sampson & Son, men's furnish- 
ings $87.40. 

Paid Voucher #73 to Solvay Overall Co., less amount owing 
by them to us, $41.90, by check $129— $134.40. 



Collected from Hugh Perkins $258.38, in payment of invoice 
July 17, less 2% discount $5.27. 

Sold on account to Travelers Hotel, groceries and meats 
$49.71; furniture $64.15. 

Voucher J112, bought from Woven Wire Fence Co., hard- 
ware $281.95. 

Voucher |113, Bought from Brazil Coffee Co., groceries 
$78.83. 

Paid Voucher #75 to City Grocery Co. 1^ check #130— 
$138.90. 

29 

Sold for cash, hardware $38.90; harness $82.90; footwear 
$21.70. 

Voucher Jil4 to Motor Inn Garage, for 2 tires— $68.70. 

Voucher #115, bought from Wilcox & Wilcox^men's fut:nish- 
ings $104.70. ' -"^^^^^yi^ 
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30 

Sold on account to Cbas. Brown, footwear $7.50; men's fur- 
nishings $17.40; miscellaneous $19.46. 

Paid Voucher |109 to Mill Mfg. Co. by check J131— $68.50. 

Voucher $1 16, bought from Holly Shoe Co., footwear $76.65. 

Paid balance of Voucher J69 to Woven Wire Fence Co. by 
check #132— $303.75. 

31 

Sold for cash, groceries and meats $18.95; men's furnishings 
$18.35; footwear $7.50. 

Collected from Wm, Jones $70,72, in payment of invoice 
July 21, less 2% discount $1.44. 

Paid Voucher |114, less 5% $3.43, to Motor Inn Garage, by 
check #133, $65.27. 

Sold on account to Sully Fekor, groceries $19.87 ; seed $46.18 ; 
men's furnishings $29.75 ; miscellaneous $32.26. 

Voucher #117 to reimburse Revolving Fund $44.60, details 
as follows: Clerk's salary $15; truck driver's salary $18; tele- 
grams $2.90 ; twine $8.70. 

Paid Voucher #117 by check #134— $44.60. 

Voucher #118, bought from Syracuse Stove Works, hardware 
$108.85. 

Paid Voucher #83 to Bell Telephone Co. by check tl35— 
$9.20. 

Paid Voucher #84 to Edison Electric Co. by check #136— 
$3.35. 

Received 30-day note, #6, for $269,71, without interest, from 
Commercial Hotel. This note was discounted and deposited in 
bank, frran which we received credit $268.36. 
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RECORD OF BUSINESS TRANSACTIONS- 
PHIL RYAN 

August 1920 

Introdnctory 

In connection with transactifins for the month of August, 
refer to Lesson 14. 

You arc now asked to discontinue the "old fashioned Mer- 
chandise account" and to open the following accounts in its place: 
Merchandise Inventory; Merchandise Purchases; Freight, Ex- 
press, and Cartage; Sales; and Cost of Goods Sold, all on Form 
4-0. Form 4-2 will be discontinued for the time being. You will 
not have occasion yet to post anything to Cost of Goods Sold 
account, but you should, nevertheless, open such an account, 

Arrange the above accounts in the ledger binder as follows: 

Merchandise Inventory — following Notes and Trade 

Acceptances Receivable Discounted account- 
Sales — following Phil Ryan's Capital Account. 
Cost of Goods Sold— following Interest Earned Account. 
Merchandise Purchases — following Cost of Goods Sold 
Freight, Express and Cartage — following Merchandise 
Purchases account. 

The journal entry to establish these accounts is as follows: 

Merchandise Inventory. 3,143.59 

Merchandise Purchases. 22,224.12 

Freight, Express and Cartage. 247.05 

Sales 22,852.94 

Merchandise Aca>unt....... 2,761.82 



25,614.76 25,614.76 

The analysis of purchases having been discontinued, the head- 
ings of the distribution columns in the Voucher Register will 
change. Beginning this month the distribution columns, commenc- 
ing with odumn No. 11, should be as follows: (11) Merchandise 
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Purchases, (12) Freight, Express and Cart^c, (13) Advcrtisiag, 
(14) Delivery Expense, (15) Light, (16) Office Supplies, (17) 
Rent, (18) Salaries, (19) Telephone and Telegraph. 

Credit cash sales to Cash Sales account instead of Merchan- 
dise account. Distribute the cash sales on a. separate sheet of the 
Sales Journal (Form 5-3) and transfer the total at the end of the 
month as the last entry on the regular sheet for Sales invoices, 
charging the total thereof to Ca^ Sales account. Under this plan 
Cash Sales account is a sort of Customers' account, charged with 
the total of cash sales and credited with the cash collected from 
cash sales — which, of course, is the same amount. 

Open Cash Sales account to follow Customers' Controlling 
account. 

Open an account for Interest Earned and insert it in the 
ledger binder following Discount Earned account. Open an 
account for each employee to whom money may be advanced and 
let such accounts follow Cash Sales aixount. 

To refresh your memory as to how the various items that you 
have been debiting and crediting to Merchandise account should 
henceforth be handled, refer to Figure 1 of Lesson 14 and to the 
alternative method shown therein. You arc expected to adopt the 
alternative method. 

Consider the following checks as outstanding at August 31st: 
11119, 131, 146, 161, 166, 168, 170. 

The forms and tabs used this month are the same as for last 
month. 

TranMctioiu 

2 

Sold on account to Silas Smith, mdsc. $138.83. 
Voucher J 119 to landlord for rent — $50. 
Paid Voucher J119 to landlord by check #137-450. 
Sold on account to Patrick McCarthy, mdse. $68.70. 
Sold for cash, mdse $63.18. 

Paid balance of Voucher |48 to Ohio Iron Wks. by checlJc 
J 138— $236. 



Sold for cash, mdse. $121.60. 
Collected from Traveler's Hotel $200, on account- 
Paid the balance on Voucher {55, also $103 in full to Better- 
crops Seed Co. by check $139— $220.88. 

Charge Wearever Rubber Goods Co., on account of Voucher 
j(104, for freight that should have been prepaid, $21.15. (Credit 
freight and cartage account). 

Voucher f 120, bought from Fred Boyd, mdse $33.15. 



Paid Voucher Jf92 and 110 to Armour & Co., by check J140 
—$137.04. 

Sold on account to Commercial Hotel, mdse. $172.94. 

Paid balance of Voucher $71 and all of Voucher $111 to 
Sampson & Son by check #141— $255.40. 

Sold for cash, mdse $19.40. 

Voucher J121, bought from Quality Harness Co., mdse. 
$227.65. 

Voucher #122, bought from Sampson & Son, mdse $241.85. 
5 

Sold on account to R. R. Const. Co., mdse. $394.40. 

Voucher |123 to Bell Telephone Co., for telephone $8.95. 

Voucher $124 to Edison Electric Co., for light $3.75. 

Sold on account to Frank Miller, mdse. $72.75. 

Collected from Commercial Hotel on account, $300. 

Voucher J125, bought from Syracuse Stove Works, mdse. 
$97.20. 



Sold on account Co Chas. Brown, mdse. $76.45. 

Voucher #126 to Central R. R. Co., for freight on mdse. 
$29.85. 

Sold on account to Traveler's Hotel, mdse. $167.10. 

Sold for cash, mdse $79.45. 

Collected from R. R. Construction Co., $312.13, in payment 
invoice July 27, less 2% discount $6.37. >o I ■ 

Voucher J127, bou^t from Thos. Smith, mdse $83^.^ 
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Credit H. Pckor and charge Sully Pekor with invoice of July 
9th for $121.60 charged to H. Pckor account in error. 

Sold on account to John Jones, mdse. $18.85. 

Voucher |128 to reimburse Revolving Fund $47.55, details 
as follows: Clerk's salary $15; truck driver's salary $18; tele- 
grams $3.45; office supplies $11.10. 

Paid Vouchers J128 by check J142— $47.55. 

Sold for cash, mdse. $48.75. 

Collected from Chas. Brown $163.26 to pay note |2 for 
$79.35, plus interest $.40, and balance of July account, $83.51. 

Paid Voucher J113, less 5% discount $3.94, to Brazil CofiEee 
Co., by check J143— $74.89. 



Sold on account to H. B. Wright, mdse. $94.17. 

Voucher J129 to Motor Inn Garage for gas and oil — $37.65. 

Sold on account to Herbert Pekor, mdse. $273.90. Drew 30- 
day trade acceptance, jfT, for $273.90, which was accepted and 
endorsed to Quality Harness Co., in part payment of Voucher 
JflOl. 

Sold for cash, mdse. $73.94. 

Voucher J130, bought from Armour & Company, mdse. 
$117.23. 

10 

Sold on account to F. O. Nancy, mdse. $18.92. 

Paid Voucher J126 to Central R. R. Co., by check Ji44— 
$29.85. 

Sold on account to Benson & Co., mdse $314.67. 

S(Jd for cash, mdse. $36.70. 

Collected from Francis Williams $39.01, account in full to 
August 1. 

Paid Voucher $1 18, less 2% discount $2.18, to Syracuse Stove 
Wks., by check J145— $106.67. 

Voucher #131, bought from City Grocery Co., mdse. $164.84.''^ 



u 

Sold on account to Hu^ Perkins, mdsc. $241.89. 

Voucher $132 to Local Herald for adverdsiniE, $27.45. 

Paid balance of Voucher J66 to Fanners Supply Co., by 
check 1146, $96.15. 

Charge Smith and Flint, for mdse. returned $39.95. (Apply 
this to Voucher }97.) 

Paid Voucher JU5 to Wilcox & Wilcox, by check 1(147— 
$104.70. 

Voucher $133, bought from Ohio Iron Wks., mdsc. 
$315.15. 

12 

Sold on account to Commercial Hotel, mdse $117.19. 
Collected from Travelers Hotel, $200 on account. 
Sold on account to Francis Williams, mdse. $68.65. 
Voucher }134 to Office Supply Co., for filing cabinet— $48. 
Sold for cash, mdse. $87.64. 
Sold on account to Henry Greer, mdse. $94.65. 
Paid Vouchers (99 and #116 to Holly Shoe Co., by check 
jy 48— $250.60. 

13 

Sold on account to R. R. Const. Co., mdse. $174,70. 

Paid Voucher J123 to Bell Telephone Co., by dieck #149— 
$8.95. 

Paid Voucher |124 to Edison Electric Co., by check #150— 
$3.75. 

Sold for cash, mdse. $127.35. 

Collected from F. O. Nancy $45.15, account in full to Aug. 1. 

Received 60-day note, #8, for $169.35, from Silas Smith. 
TTiis note was endorsed without recourse to Best Furniture Co., 
for payment on account of Voucher #95. 

Voucher #135, bought from Wearever Rubber Goods Co., 
mdse $278.40. 

Voucher #136, bouft^t from Biddell Footwear Co., mdse. 
$487.15. LSi,-.,...i.,C-ooglc 
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14 

Sold on account to Wm. Jones, mdse. $189.09. 

Voucher |137 to reimburse Revolving Fund, $44.50, details 
as follows: Clerk's salary $15; truck driver's salary $18; adver- 
tising $5 ; postage $6.50. 

Sold on account to Commercial Hotel, mdse. $64.78. 

Paid Voucher J137, by check f 151— $44.50. 

Sold for cash, mdse. $198.58. 

Voucher $^38, bought from Whitchouse Provisi<»i Co., mdse. 
$153.37. 

16 

Sold on account to Chas. Brown, mdse. $49.77. 

Paid Voucher }129 to Motor Inn Garage, by check $152 — 
$37.65. 

Sold for cash, mdse. $54.70. 

Sold on account to Travelers Hotel, mdse. $213.55. 

Collected from R. R. Dmst. Co., $386.51, in payment invoice 
Aug. 5, less 2% discount $7.89. 

Paid Voucher }125, less 2% discount $1.95, to Syracuse 
Stove Wks., by check J153— $95.25. 

Voucher #139, bought from Best Furniture Co., mdse. 
$294.70. 

17 

Sold on account to Patrick McCarthy, mdse. $49.35. 

Paid Voucher J132 to Local Herald, by check |154— $27.45. 

Voucher (140, bought from Solvay Overall Co., mdse. 
$204.40. 

Voucher #141, bought from Eversharp Hardware Co., mdse. 
$80.45. 

18 

Sold on account to Herbert Pckor, mdse. $149.30. 
Allowed Wm. Jones credit for overchai^ on invoice Aug. 
14— $7.05. 

Voucher $142, bought from Holly Shoe Co., mdse. $254.20. 
Sold on account to F. O. Nancy, mdse. $78.13. C^OOglc 



Paid Voucher $134 to Office Supply Co., by check JISS— $4S. 
Sold for cash, mdse. $18.40. 

19 

Sold on account to Benson & Co., mdse. $196.44. 

Voucher $143 to Eastern Express Co., tor express on mdse. 
—$17.15. 

Sold for cash, mdse. $86.63. 

Sold on account to Henry Greer, mdse. $127.05. 

Collected from Benson & Co. $308.38, in payment invoice 
Aug. 10, less 2% discount $6.29. 

Collected from Herbert Pekor $49.23, for July account in 
fuU. 

Voucher $144, bought from Brazil Coffee Co., mdse. $129.15. 

20 

Sold on account to H. B. Wright, mdse. $79.98. 

Paid Voucher $143 to Eastern Express Co., by check $156 — 
$17.15. 

Sold for cash, mdse. $132.59. 

Collected from Commercial Hotel $300, on account. 

Paid balance of Voucher $61 to Biddcll Footwear Co., by 
check $157— $125.40. 

Voucher $145, bought from Smith & Flint, mdse. $184.25. 

21 

Sold on account to Commercial Hotel, mdse. $195.49. 

Voucher $146 to reimburse Revolving Fund $38.23, details 
as follows: Clerk's salary $15; truck driver's salary $18; dona- 
tions $4; cleaning windows $1.25. 

Sold for cash, mdse. $64.17. 

Collected from Hugh Perkins $237.05, in payment invoice 
Aug. 11, less 2% discount $4.84. 

23 
Sold on account to Silas Smith, mdse. $119.90. 
Paid Voucher $146 by check JISS— $38.25. C.OOgIc 
Sold on account to Francis Williams, mdse. $83.50. 
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Collected from R. R. Const. Co. $171.21, in payment invoice 
Aug. 13, less 2% discount $3.49. 

Herbert Pekor paid Trade Acceptance J5 for $130,45 to 
Samps(Hi & Son. 

Paid balance of Voucher J90 and all of Voucher #105 to City 
Grocery Co., by check #159— $241.14. 

Voucher #147, bought from Bettercrfqjs Seed Co., mdse. 
$43.18. 

Voucher #148, bou^t from Woven Wire Fence Co., mdse. 
$398.70. 

24 

Sold on account to Chas. Brown, mdse. $69.47. 

Advanced $100 salary to clerk, Wm. Harrison, by check #160. 

Voucher# 149, to Central R. R. Co., for freight on mdse., 
$54.17. 

Sold for cash, mdse. $72.18, 

Collected from Wm. Jones $178.40, in payment of invoice 
Aug, 14 in full, less discount, $3.64, 

Paid balance of Voucher #85 to Ohio Iron Wks. by check 
#161— $157.25. 

25 

Sold on account to R. R. Const. Co., mdse. $246.24. 

Soldforcash, mdse. $9.10. 

Collected from John Jtmes $30,31, account in full. 

Received 60-day note, S9, for $114.05, with 6% interest, 
from Patrick McCarthy. 

Paid Voucher #76 and balance of Voucher #104 to Wearever 
Rubber Goods Co., by check #162— $332.50. 

Voucher S150, bought from Quality Harness Co., mdse. 
$98,40. 

26 

Sold on account to Frank Miller, mdse. $111.94. 

Paid the balances on Vouchers #68 and #95 to Best Furniture 
Co., by check #163— $215,50. 

Sold on account to John Jones, mdse, $37.54. 

Paid balance of Voucher #101 to Quality Harness Co., by 
check #164— $44.50. 



27 

Sold on account to Travelers Hotel, mdse. $181.28. 

Paid Voucher Jtl49 to Central R. R. Co., by check J165— 
$54.17. 

Sold for cash, mdsc. $87.19. 

Paid Voucher J14I, less 5% discount $4.02, to Eversharp 
Hardware Co., by check J166— $76.43. 

Voucher |151, bought from Fanners Supply Co., mdse. 
$371.75. 

28 

Sold on account to Sully Pekor, mdse. $397.70. 

Voucher $152 to reimburse Revolving Fund $40.25, details as 
follows; Clerk's salary $15 ; truck driver's salary $18 ; freight and 
express charges on mdse. $7.25. 

Paid Voucher $152, by check $167— $40.25. 

StJd for cash, mdse. $197.64. 

Voucher $153, bou^t from Hu^ Perkins, mdsc, $49,95. 

30 

Sold on account to Hugh Perkins, mdse. $187.95. 

Voucher $154, bought from Ohio Iron Wks., mdse. $491.70, 

Sold on account to Wm. Jones, mdse. $99.20. 

Collected from Benson & Co. $192.51, in payment invoice 
Aug. 19, less 2% discount $3.93. 

Commercial Hotel paid $169,71 on note $6 and gave 30-day 
note, $10, for balance, $100, without interest, which was dis- 
counted and deposited in bank, for which we received credit 
$99.50. 

Paid Voucher $144, less 5% discount $6.46, to Brazil Coffee 
Co., by check $168— $122.69. 

Paid note |6 today to bank, by check $169— $269.71. 

Voucher $155, bought from Armour & Co., mdsc. $84.67, 

31 

Sold on account to F. O. Nancy, mdse. $%.17, CtOC^^^Ic 
Sold for cash, mdse. $63.81. 
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Collected from Travelers Hotel $200, on account. 

Paid Voucher #80 to Farmers Supply Co., by check J170— 
$182.90. 

Voucher J156, bou^t from Syracuse Stove Wts., mdse. 
$176.65. 

Voucher ]tl57, bou^t from Eversharp Hardware Co., mdse. 
$249.55. 

Received 60-day note, #11, for $249.66, with 6% interest, 
from Sully Pckor. This note was discounted and deposited in 
bank, for which we received credit $249.64, the discount bcins 
$2.52. 

Note : To arrive at the amount the bank advanced, figure 
as follows: 

Face of note. $249.66 

Interest for 60 days at 6% 2.50 

$252.16 
Less discount on $252.16 for 60 days at 6% 2.52 

Amount advanced $249.64 

In other words, the bank figured interest on interest and 
advanced two cents less than it expected to receive as interest 
from Sully- Pckor at maturity. In other words, Phil Ryan received 
two cents less than the face value of the note by discounting it. 
Therefore on the books of Phil Ryan charge Interest Expense two 
cents. Cash $249.64, and credit Notes Receivable Discounted 
$249.66. 
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RECORD OF BUSINESS TRANSACTIONS- 
PHIL RYAN 

Sbptbmbbr, 1920 

Introductory 

In connection with transactions for the month of September, 
refer to Lesson 16. 

On September 1st you accrue the interest on Notes Receivable 
up to the close of business as of August 31st, and at September 
30th you accrue the additional interest for the month of September. 
We supply you below with the journal entry for the first men- 
tioned accrual. The second one you will be expected to work out 
for yourself. 

Accrued Interest Receivable 2.24 

Interest E^amed 2.24 

For interest accrued on notes to August 31 

as follows: 

Note fl— 59 days 2.13 

Note #9—6 days. 11 

2.24 

A convenient way to fi^re interest at 6% for a given 
number of days is to point off three places on the principal sum. 
This will give you the interest for 6 days. One day's interest 
would, of course, be one-sixth of that amount. For example, the 
amount of note {9 is $114.05. Pointing off three places (to the 
left) gives .11405 as interest for 6 days, or eleven cents. 

The 6% method can be used when interest at rates other 
than 6% is desired, by obtaining first the interest at 6% and then 
computing the interest at, say 5%, by taking five sixths of the 
amount. 

Up to this time you have been charging expenses when cash 
was spent or a creditor's account was credited. At the end of 
September you are asked to accrue the expense for rent which 
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I%il Ryan did not pay as usual at the beginning of the month. 
Notice also that you must accrue the payroll at die end of Hui 
month. 

On September 1st you bou^t some Liberty Bonds at par, the 
interest of which is payable May 15th and November 15th. You 
are asked to accrue the interest on these bonds at September 30di. 

Open four new accounts this mondi: Accrued Interest 
Receivable, Liberty Loan Bonds, Accrued Rent Payable, and 
Accrued Payroll. Insert die first and second in the order named 
in the binder following Merchandise Inventory Account, the third 
and fourth following Vouchers Payable Account. 

Consider the following checks as outstanding at September 
30: 197, 200, 204, 206, 207, 208, 209. 

The forms and tabs used this month are the same as for last 
month. 



1 

Make Journal entry for accruals for interest on notes as out- 
lined in introductory. 

Sold on account to H. B. Wri^t, mdse. $68.94. 

Paid by check, |171, $1012.40 for Liberty Bond bearing 
4^-4% interest, payable May 15 and November 15, $12.40 of 
which is accrued interest to date. 

Sold on account to Silas Smith, mdse. $187.14. 

Note Jl was discounted and deposited in the bank today, for 
which we received credit $218.55, the discount being $1,10. 

Voucher $158, bought from Wearever Rubber Co., mdse. 
$205.19. 



Sold on account to Patrick McCarthy, mdse. $56.80. 
Voucher J159, to Central R. R. Co., freight on mdse. $41.15. 
Sold for cash, mdse. $73.42. 

Collected from R. R. Const. Co. $241.32, in payment invoice 
August 25, less 2% discount $4.92. ^o|c 

Voucher $160, bou^t from Thos. Smith, mdse. $114.70P 



SEPTEMBER 



Voucher #161, to Bell Telephone Co., for telephone $10.35. 
Voucher #162, to Edison Electric Co., for light $4.95, 
Sold on account to Travelers Hotel, mdse. $97.65, 
Received 60-day note, #12, for $258.73, without interest, 

from Silas Smith, which was discounted and deposited in bank and 

credited with $256.14. 

Sold for cash, mdse. $43.20. 

Voucher #163,, bought from City Grocery Co., mdse. $237.24. 



Sold on account to Commercial Hotel, mdse. $147.18. 

Voucher #164, to reimburse Revolving Fund $47.90, details 
as follows: Clerk's salary $15, truck driver's salary $18, postage 
$3.50, stationery $11.40. 

Paid Voucher #164, by check #172, $47.90. 

Sold for cash, mdse. $112.76. 

Voucher #165, bought from Whitehouse Provisiwi Co., mdse. 
$133.87. 

Paid Vouchers #94 and #138 to Whitehouse Provision Co., by 
check #173. $252.80. 



Paid Voucher #159 to Central R. R. Co.. by check #174, 
$41.15. 

Sold on account to Herbert Pekor, mdse., $215.20. 

Credit Commercial Hotel, $12.18 for mdse. returned. 

Sold on account to R. R. Const. Co.. mdse. $110.40. 

Collected from Patrick McCarthy $118.05, account in full 
to September 1. 

Voucher #166, bought from Fred Boyd, mdse. $42.33. 

Voucher #167, bought from Best Furniture Co., mdse. 
$313.70. 



Voucher #168 to Local Herald, for advertising^53.95.| 
Sold on account to Henry Greer, mdse. $92.71>^'^^'-^8'^ 
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♦ 

Sold on account to Francis Williams, mdsc. $76.40. 

Sold for cash, mdse. $53.19. 

Voucher J169, bought from Sampson & Son, mdse. $273.47. 

Sold on account to Benson & Co., mdsc. $174.25. 

Paid balance Voucher #97 and $145 in full to Smith k Flint, 
by check $175, $262.25. 



Sold on account to Chas. Brown, mdse. $33.82. 

Herbert Pekor paid Trade Acceptance J7 for $273.90 to 
Quality Harness Co. 

Voucher J170, bought from Ohio Irwi Works, mdse. $198.15. 

Sold for cash, mdse. $17.49. 

Collected from Hugh Perkins $136.74, in payment invoice 
of August 30, less 2% discount $3.76, less their account against 
us of $49.95, Voucher $153, less 5% discount $2.50. 

Paid Voucher Jtl27 to Thos. Smith, by check $176, $83.37. 



Sold on account to Solvay Overall Co., mdsc. $53.80. 

Paid Voucher J161, to Bell Telephone Co.. by check |177, 
$10.35. 

Paid Voucher J162, to Edison Electric Co., by check tI78, 
$4.95. 

Sold on account to Silas Smith, mdse. $76.25. 

Collected from Wm. Jones $97,22, in payment invoice Aug- 
ust 30th, less 2% discount $1.98. 

Voucher {171, bought from Brazil Coffee Co., mdse. $171.13. 

Voucher J172, bou^t iiora Solvay Overall Co., mdsc. 
$494.25. 

Paid Voucher 1 156, less 2% discount $3.53, to Syracuse Stove 
Works, by check J179, $173.12. 

10 

Voucher #173, to Eastern Express Co., for express on mdse., 
$13.75. , [ ^ 

Sold on account to John Jones, mdse. $22.64. '--OC^glC 
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Collected from Sully Pekor, $397.70, in payment invoice 
August 28th. 

Sold for cash, mdse. $135.90. 

Voucher $174, bought from Syracuse Stove Works, mdse. 
$137.70. 

Charge Armour & Co. for mdse. returned on Voucher $155, 
$22.55. 

Paid Voucher ^147 to Bcttercrops Seed Co., by check $180, 
$43.18. 

Paid Voucher J157. less 5% discount $12.48, to Eversharp 
Hardware Co., by check #181, $237.07. 

11 

Sold on account to H. B. Wright, mdse. $37.21. 

Voucher J175, to reimburse Revolving Fund, $49.45, detaib 
as follovra: Qerk's salary $15, truck driver's salary $18, tele- 
grams $2.45, donation $7.50, ofHce supplies $6.50. 

Paid Voucher |175, by check f 182, $49.45. 

Sold forcash, mdse. $71.65. 

Paid Voucher J120, to Fred Boyd, by check J183, $33.15. 

13 

Sold on account to Frank Miller, mdse. $67.40. 

Collected from Travelers Hotel, $300 on account. 

Voucher $176, bought from Biddell Footwear Co., mdse. 
$379.80. 

Sold on account to Travelers Hotel, mdse. $209,37. 

Received 60-day note, $13, for $195.69, with 6% interest, 
from Chas. Brown. This note was discounted and deposited in 
bank, for which we received credit $195.67, the discount being 
$1.98. 

14 

Sold on account to F. O. Nancy, mdse. $57.90. 

Collected from Herbert Pekor, $250 on account. 

Phil Ryan took mdse. for his personal use amounting to 
$85.35 (make General Journal entry crediting MerchandiM Pur- 
chases account). t1 
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Sold on account to Commercial Hotel, mdse. $97.35. 

Voucher JI77, bought from Farmers Supply Co., mdse. 
$238.75. 

Voucher J178, bought from Armour & Co., mdse. $187.53. 

Paid Vouchers flOS and #140, less our account, $53.80, to 
Solvay Overall Co., by check $184, $303.75. 

15 

Sold for cash, mdse. $138.30. 

Voucher #179, to Central R. R. Co., frei^t on mdse, $28.70. 

Paid Voucher J173, to Eastern Express Co., by check #185, 
$13.75. 

Sold on account to Wm. Jones, mdse. $126.04. 

Collected from Frank Miller, $200 on account. 

Voucher #180, bought from Bettercn^ Seed Co., mdse. 
$35.89. 

Paid Voucher Jtl30 and balance of Voucher flSS, to Armour 
& Co., by check #186, $179.35. 

Charge Brazil Coffee Co., for mdsc. returned on Voucher 
#171, $18.70. 

16 

Paid Voucher #168, to Local Herald, by check #187, $53.95. 

Advanced $50 salary to truck driver, Harry Odell, by check 
#188. 

Sold on account to R. R. Const. Co., mdse. $234.05. 

Collected from Commercial Hotel, $300 on account. 

Sold on account to Hugh Perkins, mdse. $197.47. 

Voucher #181, bought from Woven Wire Fence Co., mdse. 
$304.09. 

Paid Voucher #87 and part payment on Voucher #136 to 
Bidden Footwear Co., by check #189, $396.45. 

17 

Voucher #182, to Motor Inn Garage, for gas, oil and repairs, 
$47.05. 

Sold on account to Patrick McCarthy, mdse. $32.70., ^ m I ^ 
.Sold for cash, mdse. $37.45. ".^OOglc 
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Voucher #183, to John Wrigjit. attorney's fees, $25. 
Sold on account to Sully Pekor, mdsc. $267.82. 
Ctdlected from Benson Sc Co., $170.77, in payment invoice 
Sept. 7, less 2% discount $3.48. 

Voucher J184, bought from Holly Shoe Co., mdsc. $343.60. 

18 

Sold on account to Silas Smith, mdsc. $103.65. 

Voucher $185, to reimburse Revolving F\ind, $47.25, details 
as follows: Clerk's salary $15; truck driver's salary $18; cleaning 
windows $1.75, advertising $12.50. 

Paid Voucher f 185, by check J190, $47.25. 

Sold for cash, mdsc. $98.50. 

Paid Voucher J122, to Sampson & Son, by check |191, 
$241.85. 

Paid Voucher J135, to Wearever Rubber Goods Co., by 
check J192, $278.40. 

20 

Sold on account to Cbas. Brown, mdse. $72.47. 

Received 90-day note, J14, for $283.57, with 6fo interest, 
from Henry Greer. 

Sold on account to Francis Williams, mdse. $48.95. 

Paid by check $193, $164.35 to Biddell Footwear Co., for 
note $4 endorsed to them. 

Sully Pekor, the maker of note $4, paid $84.35 cash, and gave 
a 30-day note, J15, for $80, with 6% interest 

Voucher $186, bought from Eversharp Hardware Co., mdse. 
$226.95. 

Voucher $187, bou^t from Wilcox & Wilcox, mdse $93.03. 

Paid balance Voucher $171, less 5% discount $7.62, to Brazil 
Coffee Co., by check $194, $144.81. 

21 

Sold on account to Silas Smith, mdse. $127.87. 

Received 60-day note, Jtl6, for $193.22, from F. O. Nancy. 
This note was endorsed to Woven Wire Fence Co„^jiaid on 
account Voucher $112. "^ 
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Sold on account to Herbert Pckor, mdse. $187.45. 

Collected from R. R. G)nst. Co., $108.19, in payment invmce 
Sept. 6, less 2% discount $2.21. This discount will not be allowed 
as payment was due Sept. 16. 

Voucher $188, bought fn»n City Grocery Co., mdse. $132.67. 

Paid Voucher tl74, less 2% discount $2.75, to Syracuse Stove 
Works, by check #195, $134.95. 

22 

Sold for cash, mdse. $38.19. 

Collected from Francis Williams $152.15, balance in full to 
Sept. 1. 

Voucher J189, boufi^t from Wearever Rubber Goods Co., 
mdse. $497.61. 

Sold on account to JcAn Jones, mdse. $68.13. 

Paid Voucher J131 to City Grocery Co., by check #1%, 
$164.84. 

Paid balance of Voucher Jl 12, to Woven Wire Fence Co., by 
check |197, $88.73. 

23 

Sold on account to Benson & Co., mdse. $231.15. 

Paid Voucher J179, to Central R. R. Co., by dieck JI98, 
$28.70. 

Sold on account to Travdcrs Hotel, mdse. $176.89. 

Paid Voucher J183, to John Wright, by check J199, $25. 

Sold for cash, mdse. $18.75. 

Voucher #190, bought from Brazil Coffee Co., mdse. $97.14. 

Paid Voucher #133, to Ohio Iron Works,, by check #200, 
$315.15. 

24 

Sold for cash, mdse. $73.37. 

Voucher #191, to Eastern Express Co., for express on mdse. 
$6.85. 

Paid Voucher #182, to Motor Inn Garage, by check }201, 
$47.05. 

Sold on account to Henry Greer, mdse. $39.18. 

Paid Voucher #106, to Farmer's Supply Co., by check #202, . 
$276.45. '■■ - ^-^^^^glC 



25 

Sold on account to H. B. Wright, mdse., $148.37. 

Voucher $192, to reimburse Revolving Fund, $49.05, detaUs 
as foUoviTs: Clerk's salary $15; truck driver's salary $18; parts 
for truck. $9.35, freight on mdse. $6.70. 

Paid Voucher S192, by check J203, $49.05. 

CtJlected from Wm. Jones, $123.52, in payment invoice 
Sept. 15, less 2% discount, $2.52. 

Voucher 4193, bought from Whitehouse Provision Co., 
mdse. $193.27. 

27 

Sold for cash, mdse. $23.85. 

Voucher J194, to Central R. R. Co., freight on mdse., 
$18.95. 

Received $10 cash from Wm, Harrison on account. 

Sold on account to Frank Miller, mdse. $143.60. 

Collected from Hugh Perkins, $193.52, in payment invoice 
Sept. 16, less 2% discount $3.95. 

Collected from R. R. Const. Co., $231.58, in payment 
invoice Sept. 16, less 2% discount, $4.68, plus discount not 
allowed on invoice of Sept. 6. 

Paid Voucher JtI48 to Woven Wire Fence Co., by check 
$204, $398.70. 

28 

Paid Voucher J191, to Eastern Express Co., by check #205, 
$6.85. 

Sold on account to CtKnmercial Hotel, mdse. $103.96. 

Sold for cash, mdse., $18.65. 

Collected from H. B. Wright, $136.17 on account 

Sold on account to F. O. Nancy, mdse. $33.95. 

Voucher #195, bought from Quality Harness Co., mdse. 
$184.35. 

Voucher |196, bought from Sampson & Son., mdse. $179.13. 

Paid Vouchers #121 and #150, to Quality Harness Co., by 
check #206, $326.05. 
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29 

Paid Voucher }194, to Central R. R. Q>., by check |207, 
$18.95. 

Sold on account to Wm. Jones, mdsc. $83.38. 

Commercial Hotel paid note j(10 today. 

Sold for cash, mdse. $154.95. 

Voucher #197, bou^t fr<Mii Best Furniture Co., mdsc. 
$476.45. 

Paid on account of Voucher $142, to Holly Shoe Co., by 
check 1208, $200. s 

30 

Make Journal entry charging Accrued Interest Recrivable 
for interest earned on Liberty Bond for Sq>tember $3.54. 

Make Journal entry crediting Accrued Rent Payable for 
S^tcmber rent, $50. 

Make Journal entry crediting Accrued Payrdl for salary 
due the clerk and truck driver, including Sept. 30, $22 (^ of 
one week). 

Sold on account to R. R. Const. Co., mdse. $109..35. 

Voucher $198, bought from Syracuse Stove Works, mdse. 
$393.25. 

Paid Voucher Jtl86, less 5% discount, $11.35, to Eversharp 
Hardware Co., by check J209, $215.60. 

Make Journal entry charging Accrued Interest Receivable 
for interest accrued during month of September, on all notes 
receivable which have not been endorsed nor discounted. 
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RECORD OF BUSINESS TRANSACTIONS- 
PHIL RYAN 

October, 1920 

Introductory 

In connection with the tTansu:tions for the month of October 
refer to Lesson 17. 

There are two ways in which you could handle the accrual of 
the payroll. 

First: You could charge the amount of tlie weekly payroll 
to "Accrued Payroll" account and at the end of the month credit 
"Accrued Payroll" and charge Salaries with the amount of sal- 
aries accrued for the entire month. The excess of the credits to 
Accrued Payroll over the debits would then represent the amount 
accrued at the end of the month payable the early part of the fol- 
lowing month. 

Second: You could charge the amount of the weekly pay- 
roll account throu^ the voucher register to Salaries account and 
at the end of the month make a further charge to Salaries account 
through the General Journal (and a corresponding credit to 
accrued payroll account) for the amount of salaries accrued 
between the last payroll payment date to the end of the month. 
Under such a plan this journal entry should be reversed the first 
of the following month. The reversing of the journal entry the 
first of the following month has the eSect of offsetting the amount 
charged to salaries account included in the first payment of pay- 
roll of the succeeding month, that did not belong to the expenses 
of the succeeding month, but rather to the month before. 

For example, suppose a business started cm January 1st, with 
a weekly payroll of $90. At January 31st there was an accrual of 
$45 payroll (one-half week). The payroll of $90 paid wi Feb- 
ruary 3d, therefore included $45 expense that belonged to Janu- 
ary. Therefore if $90 were chai^;ed to Salaries account, through 
tilt Voucher Register, in February which included $45 that 
banged to January, that would not be fair to the expense account 
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of February, unless an adjustment were made. The adjustment 
comes through the reversal on February 1st of the Kcneral journal 
entry of January 31st. 

Thus: 

January 31 

Salaries 45.00 

To Accrued Payroll 45.00 

For y2 week payroll accrued at January 
31st. 

February 1 

Accrued Payroll 45.00 

Salaries 45.00 

To reverse accrual of yi week payroll at 
January 31, the weekly payroll when en- 
tered in the voucher register being charged 
to Salaries account. 

By the second entry Accrued Payroll account is cleared, and 
Salaries account is credited through the journal in February with 
$45 to offset the excessive charge of $45 to that account through 
the voucher register in the same month. 

You are asked to handle the accrual of payroll in this man- 
ner (the second method). In respect to rent, however (which 
Phil Ryan is now paying in arrears), you are asked to accrue the 
liability monthly by journal entry and to charge the payment of 
the rent to Accrued Rent Payable account. 

We are not trying to teach you one set method of doing 
things. In fact, we wish you to know different mediods of doing 
the same thing when there is more than one accepted method, 
because in actual practice you may find one method prefcrdile in 
one case, and another in another case. 

The "new points" brought out this month involve the setting 
up of Deferred Charges accounts such as "Unexpired Insurance" 
and "Alterations" and "Interest Pdd In Advance." Open an 
account for each and insert them in the binder following Liberty 
Loan Bond account. 
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On October 1st you are asked to set up the Unexpired Insur- 
ance as of September 30th and at October 31st you are asked to 
"write off" and charge to F^re Insurance account the amount of 
fire insurance expense applicable to the month of September, In 
both instances you arc supplied with the amounts to use. 

In regard to "writing off' each month, the month's propor- 
tion of the expenditure for alterations, it is assumed diat the lease 
expires July 1, 1921, and that each mtxith's proportion of the 
expense beginning October 1, 1920, is therefore $45. 

At the end of November you will be expected to make the 
monthly journal entries on account of all accruals and deferred 
charges without further mention or guidance. 

Consider the following checks as outstanding at October 30: 
224, 232, 235, 237, 239, 240, 241. 

The forms used this month are the same as for last month. 
Insert the tab marked "Current" directly following die tab 
marked "Assets" and the tab marked "Fixed" before tiie three 
fixed asset accounts, Delivery Equipment, Office Furniture and 
Fixtures, and Store Fixtures. The tab marked "Odier" should 
precede Unexpired Insurance and Alteration accounts. 



1 

Sold for ca^, mdse. $49.82. , 
Voucher #199 to landlord for Sept. rent, $50. 
Make Journal entry chai^ng Unexpired Insurance and 
crediting Fire Insurance Premiums $110.52, as follows: 
Four months and 14 days, proportion of yearly 

premium of $125, paid Feb. 14 $46.87 

Eig^ months and 28 days' prt^nrtion of yearly 

premium of $85.50, paid June 29 63.65 

$110.52 

Reverse the journal entry of Sept. 30 setting up the accrued 
payroll. C.OC^qIc 

Henry Greer paid note $1 to bank today. *- 
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Sold on account to Herbert P^or mdse. $171.83. 

Paid Voucher J199 to landlord by check $210, $50. 

Voucher $200, to Acme Contracting Co., for alterations on 
building, $405. 

Voucher $201 to reimburse Revolving Fund, $44.15, details 
as follows: Clerk's salary $15; truck driver's salary $18; tele- 
gram $1.45, stationery $9.70. 

Paid Voucher |201, by check J211, $44,15. 

Collected from Benson & Co., $228.53, in payment invoice 
Sept. 23, less 2% discount, $2.62. 



Voucher $202, to Bell Telephone Co., for telephone, $8.60. 
Voucher $203, to Edison Electric Co., for li^t, $5.70. 
Collected from Travelers Hotel, $400 on account 
Paid Voucher $190, less 5% discount, $4.86, to BrazU Cof- 
fee Co., Sy check $212, $92.28. 



Sold for cash, mdse. $114.15. 

Received 30-day note, $17, for $106.29, without interest, 
from Chas. Brown, which was discounted and deposited in bank, 
for which we received credit $105.76, the discount being $.53. 



Voucher |204, bought from Ohio Iron Wks., mdse. $317.60. 

Voucher $205, bou^t from Eversharp Hardware Co., 
mdse. $97.83. 

Paid Voucher $180 to Bcttercrc^ Seed Co., by check $213, 
$35.89. 

7 

Sold on account to R. R. Const. Co., mdse. $277.11. 

Paid Voucher $202, to Bell Telephone Co., by check $214, 
$8.60. 

Paid Voucher $203, to Edison Electric Co., by ch«k jmSj . 



Voucher |206 to Local Herald, for advertising, $31.65. 

Collected from Commercial Hotel, $300 on account. 

Received 30-day note, J18, for $89.50, with 6% interest, 
from Patrick McCarthy. 

Paid balance of Voucher $142, to Holly Shoe Co., by check, 
Jt216, $54.20. 



Sold for cash, mdse. $87.45. 

Voucher |207, to reimburse Revolving Fund, $48, details as 
follows: Clerk's salary $15, truck driver's salary $18, donations 
$5, advertising $10. < 

Paid Voucher |207, by check $217, $48. 

Collected from Wm. Jones $81.71, in payment invoice Sep- 
tember 29, less 2% discount, $1.67. 

11 

Voucher #208, to Central R. R. Co., frei^t on mdse, $23.20. 

Paid Vouched |200, to Acme Contracting Co., by check J218, 
$405. 

Collected from R, R. Const Co. $107.16, in payment invoice 
Sept. 30, less 2% discount, $2.19. 

Paid Voucher $198, less 2% discount, $7.86, to Syracuse 
Stove Wks., by check }219, $385.39. 

12 

Sold on account to H. B. Wri^t, mdse. $68.47. 
Voucher J209, to Motor Inn Garage, for gas and oil, $31.08. 
Paid balance of Voucher #136, to Bidddl Footwear Co., by 
check #220, $187.15. 

13 

Paid Voucher #206 to Local Herald, by check #221, $31.65. 

Received 90-day note, #19, for $494.91, with (>% interest, 
from Silas Smith, which was discounted and deposited in bank, 
for which we received credit $494.80, the discount being $7.53. 



90 RECORD OF BUSINESS TRANSACTIONS 

14 

Sold on account to Benson & Co., mdse. $334.95. 

Received $5 cash from Harry Odcll on sccount. 

Voucher J210, bought from Solvay Overall Co., mdse. 
$138.95. 

Paid Voucher tl39, to Best Furniture Ca, by check |222. 
$294.70. 

15 

Paid Voucher $208, to Central R. R. Co., by check Jt223, 
$23.20. 

Voucher |21 1, bou^t from City Grocery Co., mdse. $263.45. 

Collected frxm Frank Miller, $200 on account 

Paid balance of Voucher $154 to Ohio Iron Wks., by check 
$224, $157.20. 

16 

Sold for cash, mdse. $217.15. 

Voucher $212, to Eastern Express Co., express on mdse. 
$17.45. 

Voucher $213, to reimburse Revolving Fund, $48.15, detiub 
as follows: Clerk's salary $15; truck driver's salary $18, express 
on mdse $3.45, parts for truck $11.70. 

Paid Voucher $213, by check $225, $48.15. 

Paid Voucher $205, less 5% discount, $4.89, to Eversharp 
Hardware Co., by check $226, $92.94. 

18 

Sold on account to Silas Smith, mdse. $103.65. 
Received $10 from Wm. Harrison on account. 
Collected frwn R. R. Const. Co., $271.57, in payment 
invoice Oct. 7, less 2% discount, $5.54. 

19 

Sold for cash, mdse. $102.19. 

Voucher $214, bought from Syracuse Stove Works, mds&lc 
$206.05. 
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Received 60-day note, $20, for $267.82, with 6% interest, 
fnmi Sully Pckor. This note was endorsed to Farmers Supply 
Co., paid on account of Voucher f 131. 

Paid Voucher #187, to Wilcox & Wilcox, by check #227, 
$93.03. 

20 

Paid Voucher J209, to Motor Inn Garage, by check $228, 
$31.08. 

Collected from Herbert Pekor $301.95, account in full to 
October 1. 

Collected frran Sully Pekor $80.40, in payment of note $15, 
with interest. 

21 

Sold on account to Commercial Hotel, mdse. $149.75. 

Voucher J2I5, bought from Farmers Supply Co., mdse. 
$347.18. 

Paid Voucher J166, to Fred Boyd, by check J229, $42.33. 

Paid Vouchers J163 and J188 to City Grocery Co., by check 
jt230, $369.91. 

22 

Sold for cash, mdse. $67.45. 

Paid Voucher |212, to Eastern Express Co., by check $231, 
$17.45. 

Note $14 was discounted and deposited in the bank today, for 
which we received credit $285.04, the discount being $2.78. 
Comments: 

To arrive at the amount to charge to Interest 
Expense in discounting a note where the bank discounts 
the face value of the note plus interest for the full 
period, consider as interest expense die difference between 
what you receive fn»n the bank and the asset value you 
have in the note. By asset value is meant the face of the 
note plus interest accrued to date of discount, llius 
with note $14 you would figure as follows: 
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Face value of note. $283.57 

Interest accnied from Sept. 20 to Oct 22 — 
32 days @ 6% 1.51 

Total asset value of note. $285.08 

The bank advanced 285.04 

Interest expense. $ .0+ 

In this case the entry would be as ft^ows: 

Interest expense. $ .04 

Cash 285.04 

Accnied Interest Receivable. $ 1.51 

Notes Receivable Discounted 283.57 

Bank practice may vary in respect to "discounting." 
It is of course possible for a bank to advance the full 
face value of the note plus accrued interest, if any inter- 
est has accrued, without any deduction for discount. In 
that event the amount advanced for die note would be 
credited to Notes Receivable Discounted and the amount 
advanced for accrued interest would be credited to 
Accrued Interest Receivable and there would be no 
charge to Interest Expense. 
Paid Voucher $160, to Thos. Smith, by check J232, $114.70. 

23 

Sold on account to Henry Greer, mdse. $37.33. 

Voucher #216, to reimburse Revolving Fund, $44.95, details 
as follows: Clerk's salary $15, truck driver's salary $18; postage 
$3 ; office supplies $8.95. 

Paid Voucher 8216 by check $233, $44.95. 

Paid Vouchers J165 and J193 to Whitehouse Provision Co., 
by check $234, $327.14. 

25 

Sold for cash, mdse. $153.37. - i , 

Voucher J217, to Central R. R. Co., freight on mdse $2(U8.'' 
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Collected from Benson & Co., $328.25, tn payment invoice 
October 14, less 2% discount, $6.70. 

Collected from Patrick McCarthy, $115.19, in payment of 
note |9, with interest. 

Paid balance of Voucher J151, to Farmers Supply Co., by 
check $235, $103.93. 



Sold for cash, mdse. $79.82. 

Odlected from Henry Greer, $131.89, account in full to 
October I. 

Paid Voucher #178, to Armour & Co., by check $236, 
$187.53. 

27 

Sold on account to Travelers Hotel, mdse. $211.02. 

Voucher |218, bought from Best Furniture Co., mdse. 
$492.70. 

Received 90-day note, $21, for $334.50, with 6% interest, 
from H. B. Wright. This note was endorsed without recourse to 
Ohio Iron Wks. paid on account Voucher $154. 

Paid Voucher $158 to Wearevcr Rubber Goods Co., by 
check $237, $205.19. 

28 

Sold for cash, mdse. $138.67. 

Paid Voucher $217, to Central R. R. Co., by check $238, 
$20.28. 

29 

Sold on account to Chas. Brown, mdse. $96.85. 

Voucher $219, bought from Whitdiouse Provision Co., 
mdse. $287.09. 

Voucher $220, bought from Biddell Footwear Co., mdse. 
$187.13. 

Paid by check $239, $252.16, to bank in payment of note $1 1 
discounted by them. 
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Sully Pekor, ^e maker of note $11, paid $152.16 cash and 
gave a 60-day note, #22, dated Oct. 30, for $100, widi 6% 
interest. 

Paid Voucher $214, less 2% discount, $4-12, to Syracuse 
Stove Works, by check #240, $201.93. 

30 

S(dd for cash, mdse. $93.03. 

Make journal entry crediting Accrued Rent Payable for 
October, $50. 

Make journal entry charging Accrued Interest ReceivaUe for 
interest earned on Liberty Bond for October, $3.54. 

Make journal entry charging Accrued Interest Receivable 
for interest earned during October on all Notes Receivable, remem- 
bering that interest does not accrue to Phil Ryan after the note 
is discounted at the bank or endorsed over to a creditor. 

Make journal entry charging Fire Insurance Premium and 
crediting Unexpired Insurance, $17.54, for October pnq)ortion 
of insurance premium. 

Make journal entry charging MiscdUneous Expense and 
crediting Alteration Account for the monthly proportion of 
amount spent for alterations. 

Voucher $221, to reimburse Revolving Fund, $36.10, details 
as follows: Clcik;' salary $15, truck driver's salary $18, cleaning 
windows $1.75, telegram $1.35. 

Paid Voucher $221, by check #241, $36.10. 

Make Journal entry charging Interest Paid in Advance and 
crediting Interest Expense, for amount of interest, paid beyond 
Oct. 31, on notes without interest discounted at bank prior to 
Oct. 31. 
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RECORD OF BUSINESS TRANSACTIONS- 
PHIL RYAN 

November^ 1920 

InboducbNT 

In connection with the transactions for the month of 
November, refer to Lesson 18. 

The new transactions brought out this m<»ith arc in respect to 
liabilities, particularly notes payable, trade and loan. 

Open an account with Notes Payable — ^Trade, and another 
with Notes Payable — Loan, and insert them in the ledger direcdy 
preceding Vouchers Payable account. 

Open an account for Accrued Interest Payable and let it 
follow Vouchers Payable account. 

You arc asked to prepare a balance sheet from the books of 
Phil Ryan as of November 30th, 1920, to be submitted as an 
answer to a question on Lesson 18, after which we will no longer 
consider Phil Ryan's business. This ends Sole Proprietorship 
Accounting. 

Phil Ryan's inventory at November 30 amounted to 
$10,921.71. You are expected to work out the cost of Goods 
Sold according to die inventory method as described in Lesson 14. 
You will dien close out all Nominal accounts to Profit and Loss 
account, by a journal entry as follows; (You will fill in the 
amounts yourself.) 

Debit Credit 

Sales 

Interest Earned 

Discount Earned 

Pr(rfit and Loss. 

Profit and Loss — - — ■ 

Cost of Goods Sold . oi^u l c 

Expense accounts (in detail).. ' ' " *"' - 
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You will then close out Profit and Loss Account by a transfer 
of the balance to Phil Ryan's capital account as follows: 

Profit and Loss. 

Phil Ryan's Capital Account.. 



Open a Profit and Loss account and insert it in the binder 
preceding Sales account. 

C<Hisider the following checks outstanding at November 30: 
256, 260, 261, 263, 264, 265. 

The forms and tabs used this month are the same as for last 
month. 



Voucher J222 to landlord for October rent, $50. 

Voucher #223 to Bell Telephone Co., for tdephonc, $9.35. 

Voucher J224, to Edison Electric Co., for ligjit, $6.15. 

Received 60-day note, $23, for $128.31, with 6% interest, 
from John Jones. 

Paid Voucher $177, to Fanners Supply Co., by check |242, 
$238.75. 



Sold for cash, mdse. $123.18. 

Voucher $225, bou^t from Holly Shoe Co., mdse. $327.14. 

Silas Smith paid note $12 to bank today. 

3 

Sold on account to Patrick McCarthy, mdse. $98.35. 
Collected from Herbert Pckor, $171.83, account in full. 
Paid Voucher $195, to Quality Harness Co., by check $243, 
$184.35. 

4 

Sdd for cash, mdse. $58.20. 

Voucher $226, bought from Sampson & Son, mdse. $268.05. 

Paid by check $244, $106.29, to bank, in payment of note 

$17. . ^ 

Received new 30-day note, $24, for $106.29, with e^S'^iofev^' 



crest, a renewal of note J17, from Chas. Brown, which was dis- 
counted and deposited in bank, for which we received credit 
$106.29. 



Sold on account to Hu^ Perkins, mdse. $231.26. 

Paid Voucher $222, to landlord, by check |245, $50. 

Voucher $227, bought from Brazil Coffee Co., mdse. 
$182.10. 

Gave 60-day note, $1, for $452.60, with 6% interest, to 
Sampson & Son in payment of Vouchers $169 and 196. 

6 

Voucher $228, to Central R. R. Co.. freight on mdse., $27.40. 

Voucher (229, to reimburse Revolving Fund, $43.70, details 
as follows: Clerk's salary, $15; truck driver's salary, $18; 
express on mdse. $6.20, postage $4.50. 

Paid Voucher J229, by check J246, $43.70. 



Sold on account to John Jones, mdse. $79.43. 

Paid Voucher $228, to Central R. R. Co., by check f247, 
$27.40. 

Collected from Commercial Hotel, $200 on account. 

Collected from Patrick McCarthy $89.95, in payment of note 
$18, with interest. 

Paid Voucher J181 to Woven Wire Fence Co., by check 
$248, $304.09. 



Sold for cash, mdse. $113.47. 

Voucher $230, to Local Herald, for advertising, $28.45. 

Voucher $231, bought from Woven Wire Fence Co., mdse. 
$298.70. 

Gave 90-day note, |2, for $1,000 to bank, which was dis- 
counted and deposited, for which we received credit $985. 
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Sold on account to F. O. Nancy, mdse. $44.89. 

Paid Voucher $223, to Bell Telephmc Co., by check $249, 
$9.35. 

Paid Voucher J224, to Edison Electric Co., by check Jt250, 
$6.15. 

Paid Voucher |230, to Local Herald, by check 1251, $28.45. 

Voucher |232, bought frmn Biddell Footwear Co., mdse. 
$327.41. 

II 

Sold on account to Benson Sc Co., mdse. $453.07. 

Sold for cash, mdse. $83.95. 

Voucher (233, to Motor Inn Garage, for gas and oil, $27.45. 

Received 30-day note, #25, for $91.85, without interest, 
from F. O. Nancy, which was discounted and deposited in the 
bank, for which wc received credit $91.39, the discount being $.46. 

12 

Sold for cash, mdse. $194.76. 

Charge Ohio Iron Wks. on account of Voucher J204, for 
freight that should have been prepaid, $18.90. 

Paid by check J252, $196.99, to bank, in payment of note J13 
and protest fees, which was dishonored by Chas. Brown. 

13 

Sold on account to R. R. Const. Co., mdse. $276.14. 

Received $10 cash from Harry Odcll on account. 

Voucher {234, to reimburse Revolving Fund, $45.95, details 
as follows: Clerk's salary $15, truck driver's salary $18, tele- 
grams $3.45, advertising $9.50. 

Paid Voucher J234, by check #253, $45.95. 

Gave 30-day note, #3, for $343.60, without interest, to Holly 
Shoe Co., in payment of Voucher #184. 

15 

Sold for cash, mdse. $43.45. Cc^iIqIc 

Collected $21.25, interest receivable today on Liberty Bon£' 
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Paid Voucher J233, to Motor Inn Garage, by check jt254, 
$27.43. 

Credit Benson Si Co., $48.05, for mdse. returned. 

Collected from Hugh Perkins $226.64, in payment invoice 
Nov. 5, less 2% discount, $4.62. 

Paid Voucher J227, less 5% discount, $9.11, to Brazil Coffee 
Co., by check J255, $172.99. 

16 

Sold on account to Herbert Pekor, mdse. $269.56. 

Voucher $235, bou^t from Armour & Co., mdse. $183.19. 

Collected from Frank Miller, $68.64, account in full. 

Drew 30-day Trade Acceptance, $26, for $269.56, on Her- 
bert Pekor, which was accepted and endorsed to Best Furniture 
Co., in part payment of Voucher $167. 

17 
Sold for cash, mdse. $141.35. 

Voucher $236, bought irom Ohio Iron Wks., mdse. $205.67. 
Received 60-day note, $27, for $103.65, with 6% interest, 
from Silas Smith. 

18 
Voucher $237, to Y. M. C. A. for donation, $25. 
Paid Voucher #237, to Y. M. C. A., by check $256, $25. 
Paid balance of Voucher $167 and Voucher $197, to Best 
Furniture Co., by check $257, $520.59. 
Sold for ca^, mdse. $76.83. 

19 
Sold on account to Commercial Hotel, mdse. $187.62. 
Collected from Travelers Hotel, $200 on account. 
F. O. Nancy paid note, $16, to Woven Wire Fence Co today. 
Paid Voucher J170.and balance of Voucher $204, to Ohio 
Iron Wks., by check $258, $496.85. 
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20 

Voucher J238, to Central R. R. Co., freight on mdse. $37.26. 

Voucher $239, to reimburse Revolving Fund, $49.50, dctaib 
as follows: Clerk's salary $15, truck driver's salary $18, clean- 
ing windows $1.75, parts for truck $14.75. 

Paid Voucher J239, by check #259, $49.50. 

Paid on account of Voucher J189, to Wcarcver Rubber 
Goods Co., by check {260, $300. 

22 

Sold on account to Traveler's Hotel, mdse. $213.42. 

Received $15 cash from Wm. Harrison, on account. 

Voucher $240, bought from Eversharp Hardware Co., mdse. 
$267.20. 

Collected from Benson & Co., $394.92, in payment of 
invoice Nov. 11, less credit of Nov. 15, less 2% discount $8.10. 
less $2.00, an error in discount in settlement of invoice Sept. 23. 

23 

Voucher J241, bought frwn City Grocery Co., mdse. $387.60. 

Sold for ca^, mdse. $38.25. 

Collected fnnn R. R. Const. Co., $270.62, in payment invoice 

Nov. 13, less 2% discount, $5.52. 

24 

Sold on account to Frank Miller, mdse. $108.15. 

Voucher St242, to CHiice Supply Co., for stationery and office 
supplies, $47.55. 

Received 60-day note, J28, for $125.35, widi 6% interest, 
from Francis Williams, which was discounted and deposited in 
bank, for which we received credit $125.33, the discount being 
$1.27. 

26 

Sold cm account to Sully Pekor, mdse. $297.1^. , QooqIc 
Sold for cash, mdse. $227.40. ' ' ^^ 
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Voucher J2+3, bought from Best Furniture Co., mdse. 
$513.95. 

Gam 60-da)' note, {4, for $566.93, widi 6% interest, to 
Biddell Footwear Co., in payment of Vouchers $176 and 220. 

27 

S<^d for cash, mdse. $143.20. 

Paid Voucher 1238, to Central R. R. Co., by check J261, 
$37.26. 

Voucher |244, to reimburse Revolving Fund $49.50, detaib 
as follows: Clerk's salary $15, truck driver's salary $18, twine 
and wr^ping paper $16.50. 

Paid Voucher J244, by check J262, $49.50. 

29 

Sold on account to Francis Williams, mdse. $86.07. 

Paid Voucher Jt242, to Office Supply Co., by check #263, 
$47.55. 

Voucher 9^45, bought from Farmers Supply Co., mdse. 
$198.85. 

Paid on account of Voucher #215, to Farmers Supply Co., 
by check #264, $200. 

30 

Voucher #246, bought from Smith & Flint, mdse. $157.82. 
Voucher #247, bought from Wilcox & Wilcox, mdse. $1 1 7.03. 
Paid Voucher #172 to Solvay Overall Co., by check #265, 
$494.25. 
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